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Ottawa, Canada 
February, 1949, 


FORE™ORD 


Forecasts of investment in Canada covering expenditures on construc- 
tion, machinery and equipment by both private and public arencies have been 
prepared in the last three years by the Economic Research Branch, formerly 
of the Department of Reconstruction and Supply and now with the Department of 
Trade and Commerce, In tiis period numerous requests have been received for 
an appraisal of what investment means to the Canadian economy and how it 
affects levels of employment and income and the ceneral welfare of the average 
Canadian, 


On September 30, 1948 the Royal Commission on Prices asked for a 
factual and interpretative examination of the very hich level of investment on 
prices and inflation in the immeciate post-"ar period, In particular the Royal 
Commission suggested that a monorraph be preparec which would "discuss at some 
length the effect of the post-war investment boom in Canada upon the movement 
of prices, It should outline with supporting statistics the factual detrils of 
the situation, analyze the factors brought out by the statistical and historical 
record, and generally weivh all considerations where Airectly or indirectly the 
post-war investment boom has influenced the price level in Canada," 


To meet these requests Dr, 0,J, Firestone, the Deputy Director- 
General of Economic Research of the Department of Trade and Commerce, was asked 
to undertake an appraisal of the factual evidence available and report on the 
results of the research work done up to this date, This enquiry resulted in 
the present study entitled, "Investment and Inflation, “ith Special Reference 
to the Immediate Post-"ar Period, Canada, 1945-1948," 


The report is divided into seven sections, It deals with changes in 
the volume of investment which occurred in the past, and the impact of these 
fluctuations on emdloyment, income and prices, It describes how investment 
has contributed to the economic development of the country and the improvement 
of the standard of living of the average Canadian, It appraises the attitude 
ani the motives for making capital expenditures by business, consumers and 
governments, and it points to where the money com's from to finance the 
investment program, Finally, the report examines the effect of investment on 
economic activity and prices in the post-war period, This throws lirht on 
whether the largest investment boom in Canada, in absolute terms, is really the 
largest in view of the tremendous recent increase of Canadian resources and 
technical knovwledce, 


Investment currently about equals Canadian exports, These two 
seements represent the main pillars on which Canadian prosperity rests, Since 
more information on the role of investment in the Canadian economy will be of 
general interest, this monograph, prepared by Dr, O.J, Firestone, is made 
available, Mrs, J,f, Nickson and Mr, D.J, Daly of the Economic Research Branch 
assisted in the assembly of the material for this report, Information and data 
were contributed by various branches of the Department of Trade and Commerce, 
the Department of Labour, Bank of Canada, Central Mortrage and Housing 
Corporation and the Dominion Bureau of Statistics, 


Ottawa, February, 1949, 
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NOTE ON INTERPRETATION 


In using this report two observations should be borne in 
mind: 


1, The interpretation of economic behaviour is a complex 
undertaking, It encompasses both rational and irrational reactions 
of human beings towards their environment and covers many varied 
fields, In considering only one aspect of these broad relations - 
in this report it is investment - the analysis is of necessity 
limited, It should be supplemente? by considerations of the 
behaviour of other economic segments to obtain a proper appreciation 
of economic developments as they take place and to understand the 
interaction of the various sectors of the economy which yield such 
aggregates as hirh employment and incomes and ceneral price levels, 


2, Great advances have been made in recent years in the 
development of economic statistics, particularly in the field of 
national accounting in Canada, Still, many of the estimates avail- 
able are preliminary because of the inadecuacy of basic data and 
frequently can only be considered as first approximations, “hile 
the best statistical information available at short notice was 
assembled for inclusion in this report, the data should on the 
whole be considered more as a broad indication of economic behaviour 
rather than an attempt to measure events with detailed accuracy, 
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Role And Behaviour Of Investment 


1. Investment in Durable Physical Assets. In 1948 Canada is 
spending about $3 billion on durable physical assets, including expenditures 
on new construction, major improvements and alterations and purchases of new 
machinery and equipment, both domestically and foreign produced. Compared 
with 1929 this is more than twice as much in value terms and about one-third 
more in volume terms. Compared with 1939 the current investment program is 
about four times as great in value terms and twice as large in volume terms. 

2 New Construction and Machinery and Equipment. Construction 
expenditures comprise currently about three-fifths of total investment 
outlay. Over the last twenty years fluctuations in machinery and equipment 
expenditures were more substantial than in construction, Both components 
taken together, in turn, fluctuated more than any other segment of economis 
activity. 

3. Private and Public Investment. More than three-quarters of 
the investment program is currently privately initiated. In the past twenty 
years private investment has fluctuated more substantially than public 
investment. In 194¢ private investment is in volume terms more than twice 
its pre-war level, Public investment is up by only two-thirds. 

4. Business and Other Investment. In 1945 one half of the total 
investment program was for business purposes. In 1948 this proportion was 
up to 62 per cent. The remainder was spent on institutional investment, 
housing and direct Government capital outlay. Because of the increased 
resources available in the investment goods industries it has been possible 
in the housing field, in spite of a smaller ratio te total resources used, 
to construct more units in Canada than ever before. 

5. Investment by Regions. Ontario absorbs currently close to 
one-half of capital expenditures made in Canada. This is an illustration of 
the rapid rate of industrialization of this province which is favoured by a 
combination of resovrees and markets. The other regions follow in this order: 


Quebec, British Columbia, the Prairies and Maritimes. British Columbia and the 


Maritimes are the regions that have inereased canital expenditures most ranidly 
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* 10 « 
since 1945, These provinces are currently spending five times as much as they did 
three years ago, Ontario and Quebee are spending each about four times as much, 
and the Prairies about three times as much, 

6. Investment in Large Cities, The course of capital expenditures 
on manufacturing reflects the race between Montreal and Toronto as to which of 
these two metropolitan centres is the most industrialized city in Canada. In 
1945 Toronto and Montreal were spending about the same amount, In 1946 
Toronto pulled notably ahead, but in 1947 Montreal overtook and passed Toronto 
and maintained its lead in 1948, Investment activity in the ten large 
metropolitan centres suggests a levelling off of capital expansion from 1947 
to 1948 in six cities, The exceptions are four Ontario cities, ~ Toronto, 
Windsor, Hamilton, and Ottawa which show continuing vigour of expansion, 

7. Net Investment in Dureble Physical Assets. In the ttwenties 
Canada added significantly to her capital, In the 'thirties, as a result of 
substantial declines in new investment not enough was spent in some years to 
keep existing plant, equipment and housing up to the standard achieved in 
1929, Consequently the quantity of capital aveilable was declining and its 
quality was deteriorating. To make up these deficiencies and war-engendered 
postponements is one of the driving powers behind the current high level of 
investment activity. 

8, Investment_in Inventories, In the agricultural sector, 
inventories have been declining in the post-war period. In the non-agricultural 
business sector, inventories have been increasing, This increase was most 
rapid in the first post-war year and continued in an upward direction in the 
second and third years, although at a slower pace, Inventory speculation, 
usually an important factor in a period of rapidly rising business activity 
and prices, appears to have been a less important factor than had been past 
experience, 

9. Gross Domestic Investment. Gross domestic investment, that is, 
the sum of investment in durable physical assets and inventories, shows much 
greater variations between some years than investment in durable physical 
assets alone, This is of particular significance for the years 1945 and 1946, 


when the demand on Canada's resources was not as gradual as investment in 


durable physical assets data would suggest, but much more abrupt. 
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10. Investment _and Exports, Exports and investment are two pillars 
of prosperity, currently of almost equal size in absolute terms. The past 
record suggests the following observations: 

(a) Exports have varied considerably in absolute terms, but their 
demands on domestic supply of goods and services have remained 
relatively stable. 

(b) Investment has varied even more than exports in absolute terms 
anc its demandson domestic supply have been less stable in 
relative terms. 

(c) The evidence supports the contention that investment has been a 
more volatile factor than exports. In the light of this 
historical record the general complaint that low levels of 
employment and income in Canada are largely associated with a 
decline of exports should be supplemented by consideration of 
domestic investment and other factors. 

11. Investment_anc Consumer Expenditures. Available statistical 
evidence, although tentative, suggests that after taking account of price 
changes the consumer had at his command in 1948 a larger proportion (57 or 
58 per cent) of total supply of goods and services (gross national product 
and imports) than he had in the boom year of 1929 (56 per cent). Against this 
a smaller proportion of Canadian resources was devoted to investment in plant, 
equipment and housing in 1948 (12 per cent) than was the case in 1929 414 per 
cent). Even allowing for population increase the average Canadian enjoyed in 
1947 and 1948 a higher standard of living than ever before - in fact about 56 
per cent better than in 1939. 

12. Comparison witn the United States. The achievements of the 
United States have been a spur to the Canadian people to try to catch up in 
terms of productive efficiency and standard of living. 

(a) During the last two decades Canada has devoted a larger proportion 
of her resources to investment, than the United States. 

(b) In the last two years Canada has been expanding her manufacturing 


industry at-a rate 20 per cent higher than the United States, while 

in the 'thirties the Canadian industry had been making proportionately 
Smaller capital expenditures than its counterpart in the United States. 
In housing Canada is also spending proportionately more than her 
neighbour to the south, a reversal of the position of the late 


‘thirties. 
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Supply of and Demand for Resources 

13,. Accumulated Demand for Investment, Accumulated demand for 
investment projects at war's end is put at $12 billion (in 1945 prices), in- 
cluding $6 billion for business, $2} billion each for housing and governments, 
and $1 billion for institutions, But even under the most favourable cir- 
cumstances of abundant supplies it is doubtful whether the investment program 
in the first year would have involved more than one third of accumulated 
demand, A large part of the backlog for capital goods would not become 


effective until later when business prospects were brighter than they were in 


14.. Supply of and Demand for Basic Materials 


aches Capreupuiatsnsanget ts cineuigunantiounivcanesersincomee hs 


Of 11 basic 
materials used in the domestic investment program, Canada is a net exporter of 
seven products, including lumber, asbestos, gypsum, copper, lead, zinc, and 
nickel. In four commodities, Canada is a net importer: iron ore, steel, coal 
and coke,. In the post-war period, sufficient domestic supplies of net export 
commodities were assured through export controls to meet the urgent demands of 
the investment program, However, net import commodities particularly coal 
and steel, remained in short supply,. In 1948 the supply of coal improved 
notably, but the steel situation worsened, Canada's steel shortage is es- 
timated at 10 to 25 per cent of her current consumption. This it is claimed 
is one of the contributory factors to the inflationary tendencies notable in 
the first three postwar years, No improvement of the steel situation is in 


Sight in the immediate future, 


15... Supply of and Demand for Construction Resources, Since 1945 
the construction labour force increased by two-thirds, building material proe- 
duction between one-half and three-quarters, and the number of construction 
companies by more than one-third, On the whole demand for construction 
resources exceeded supply towards the end of 1948, Most construction firms 
were still working at or near capacity and had work on hand for from 9 to 
15 months, 

16, Supply of and Demand for Machinery and Equipment, Industrial 


expansion and increased output of domestic machinery and equipment industries 
proceeded at such a rate during the post-war period that many new production 


records were achieved and many new machinery and equipment items formerly not 


preduced in Canada were developed, Imports of machinery and equipment from 
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Canada's main supplier, the United States, increased significantly during 
the period 1945 to 1947. They levelled off in 1948, the increased domestic 
demand in that year being met by increased domestic supplies, 

17, Price Implications of Supply and Demand, The significant 
factor in the inflationary pressure in the capital goods sector is the high 
level of investment demand, This high level of demand has led to a sustained 
and continuous pressure on supplies, and this pressure is reflected in in» 
creasing prices, This has come about in spite of a large increase in avail- 
able supplies from two main sources: considerable increases in the output of 
Canadian capital goods industries, and a rise in imports in the earlier part 
of the post-war period, But for this increase in available supplies, costs 
ef capital goods could easily have been much higher than they are today, in 
the absence of an elaborate system of controls, Further price increases in 
the capital goeds secter would not have been without influence on the general 


level of prices, 


Cost_of Investment 

15, Investment Costs Are Up. Investment costs in 1948 are about 
twice those of 1939, Construction costs have risen between 107 and 117 per 
cent and machinery and equipment costs are up a little more than 80 per cent, 

19, Reasons for Construction Cost Increases. Between 1939 and 
1948 construction material prices have risen 118 per cent and construction wage 
rates 71 per cent, or a weighted increase of 97 per cent, but total con= 
struction costs are 10 to 20 per cent higher, There are four reasons for this: 

(a) Decline in labour efficiency. 

(b) Decline in operating efficiency, 

(c) Decline in managerial efficiency, 

(d) Substantial profit increases, 

20, Reasons for Machinery and Equipment. Cast Increases, 
In the same period prices of machinery and equipment produced in Canada have 
increased 92 per cent, and imported items,mainly from the United States, 82 per 
cent, but the actual cost to the Canadian purchaser of foreign produced ma- 
ehinery anc equipment is up only about 62 per cent because of the ioturn to 
Canadian-American dollar parity and the lower duties and indirect taxes, 


Net effect: total increase of only a little over 80 per cent. Problems of 
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declining efficiency and profit increases in the machinery and equipment 
field are similar to those occurring in construction, 

21. Comparison with Post-War I, Post-War II investment cost 
increases are about the same as Post-War I increases, Between 1913 and 
April, 1920 (turning point), building material prices rose 115 per cent 
and construction wage rates 81 per cent, Major difference: construction 
costs turned down by mid~1920 but they were continuing upward at mid-1948 
with the end not immediately in sight. 


22. Comparison with Other Countries, Investment cost increases 


are slightly below those of the United States (where construction costs are 
up 116 per cent and machinery and equipment costs are up 9@ per cent) and the 
United Kingdom (where construction costs are up substantially more than 

100 per cent and machinery and equipment costs are up 123 per cent), 

23. Comparison with Consumer Goods, Prices of consumer goods 
have risen some 20 per cent less that those of capital goods, Four reasons 
are suggested: 

(a) Capital goods have been pressing harder for scarce resources than 
consumer goods, 

(bo) There was little opportunity of substitution for capital goods, 
particularly equipment, but there appeared te be some possibilities 
of substitution for consumer goods, 

(c) For many firms prices proved a secondary consideration in the 
immediate post-war period as long as the business and profit 
outlook remained favourable. But prices of consumer goods and 
services remained a primary consideration for most consumers, 

(d) Business firms on the whole were in stronger financial position 
and better able te compete for scarce resources than consumers, 

Contribution to Economic Development and 


Improvement of Standard of Living 


Zhe Immedinte Employment and Income Effects, These effects of 
capital expenditures include: 
(a) Direct employment and income effect, that is, the jobs provided 
and the money earned by these who contribute labour, skill, 
initiative and capital to the production of capital goods, and the 


rendering of services which go inte the investment program, 
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(>) Secondary employment and income effects, “hich cover the employment 
and income generated in consumer goous industries due to spencing 
of wage and salary payments and profits made in the construction 
anc. nachinery producine incust: ies an? the industries that supsly 
them wits essential materials and services, 


25. Direct Employment and Income hffect, The direct employment 


a _~ 


dE. 


ffect of the investment program in 1948 is put at 1,000,000 persons, of 
whom 750,000 would be employed in Canada and 250,000 abrosd working on the 
production of materials, machinery and ecuipment imported into-Canada for 
ultimase use in the investment program, The income effects are proportionate 
to the emoloyment effects, Most of the 250,000 persons employed abroad are 
in the United States, The pressure from this source on the American labour 
market, however, has been small, since this number represents less than one= 
half of one per cent of the total labour force in the United States, In 
return, Canada has increased her labour force in export industries such as 
newsprint, base metals an” lumber to meet some of the strategic shortages in 
the United States. By this bilateral division of lebour both the United 
States and Canada have been able to mate more effective use of their com 
plementary resources, 

26, secondary Employment and Income Effects, In a period of high 


d 


levels of emoloyment and income like the present an adeitional volume of 
investment can only be achievec by a transfer of factors of production from 
otner sectors of the economy, Ture overall effect will mean no change in 
the volume of employment and li-tle change in the volume of output. Secondary 
effects of investment expenditures would currently tend to increase in- 
flatvionary pressure on the consumer goods fielc, with little effect on an 
increase in the volume of output of these industries, 

27, Long Run Production anc Service Effects. These are the 
effects which result after the investment exnencitures have been made and are 


tae emoloyment of cavital asset The lons run effects of 


O 
. 


associated with 
investment will ciffer depending on “lio males the investment: business, 
governments or consuners, 

25, Significance of Business Irvestnent. The impact of business 
investment will vary depending on the type of carital expenditures, the 


line of business and the timing, Effects of particular importance 
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» the 
in the post-war period include: (i) increased outzut, (ii) improved quality, 


(iii) expanded exports, (iv) new employment opportunit ies, (v) industrial 


3s 


diversification, (vi) greater utilization of Can:é@ian resources, (vii) 


increased efficiency, (viii) improved ~or':ine 


) 


conditions, and (ix) impact 
on prices, The last is a particulerly important matter. Consumers are 
frecuently not fully cognizant of the increasing price consciousness on 
the part of business in the postewar veriod, 

29. Significance of Government 16 Investment. Government investment 
is being made primarily for to purvosess 

(a) To provide public facilities essen vial to the efficient functioning 
of the economy, including those associated with the protective 
functions of government (e.g., justice, police anc military), and 
service functions (e.¢., public administration, communal services, 
etc.) 

(b) To provide public facilities which ill contribute to economic 
development of the country and social betterment of the people. 

The latter is a function which has been coming more to the fore 

in the last decade, with increasing emphasis being placed on natural 

resources development and the improvement of standards of health 

anc housing, 

30. Significance of Investment for Consumers. This covers 
immediate benefits through housing anc future benefits to be derived from 
the investment projects of business anc governments, 

(a) In soite of the record proportions which the current housing boom 

has reached = almost twice as many units are being built in 1948 

as-in 1939 - the present rate of house building is only slightly 

higher than the number of nev families coming into existence, As 
remarkable an industrial accomplishment as the present housing 
program is, it has done little to reduce the aggrezate pressure for 
added and im>roved housing accommodation built up during the de- 
pressed 'thirties and the war period of the ‘forties, 

(b) The main benefits which the consumer is, or may in the near future 
be receiving from the large investment program undertaken in the 


first three post-war years are three: (i) greater quantity, 
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(ii) better quality, and (iii) improved price-income relationship. 

Some of these benefits have already been achieved but more are in 
store. By 1949 tho econony.is expectéd to, be geared’ to a high level of 
output in:most lines + except for a few bottleneck industries like steel. 
Atthat rate it would not be surprising to find that many of the accumulated 


backlogsthat exist today might disappear sooner than is currently apparent, 


Business and Consumer Attitude Towards 
investment and Pinancing of Program 
31. Business Men's Attitude Towards Investment. After a slow start 
in 1945 business men gained confidence quickly in 1946 and continued in that 
optimistic mood into 1945, believing in prosperity ahead for several years. 


Factors Conducive to Business Investment. As for investment in 


me 


32. 
plant, installations and equipment, these factors include: (i) a large 
backlog of productive investment projects, (ii) substantial accumulated 
liquid assets, (iii) large increases in undistributed corporation profits, 
(iv) more adequate depreciation allowances, (v) easier conditions of 
borrowing, (vi) abolition of excess profits: taxes and reduction of income 
tax rates, (vii) credits and gifts to Huropean and Far Eastern countries 
and negotiations sooking towards increasing multilateral trading. With 
ragard to investment in inventories, two special features preveiled: (i) 
inventories available in certain lines were inadequate for efficient business 
operations, and (ii) a cautious inventory policy to minimize the risk of 
loss in case of declining sales and prices. 

33. Consumer Attitude Towards Investment, With regard to 
residential investment, the clemour was for nore and mors.housing. With 
regard to business investment, two opposing views were held: (i) less 
business investment to make available more resources for immediate use 
by consumers, and (ii) continuing high rate of business investment as the 
quickest way of producing ore consumer goods in the future to fight 


inflation, 


34. Financing of Business Investment. The two outstanding factors 


—e = 


are: 


(a) Financing in the post-war period was accomplished with little strain 


and only small recourse to capital markets. 
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(b) The sapital expansion was almost completely financed from Canadian 

resources and some of the indebtedness to foreign lenders was 

reduced, a reversal of the experience of previous investment booms. 

35. Financing of Residential Investment. A little over half of 
the finaneing of houses built was provided from individual savings. About 
30 per cent of houses were either built direetly by the Government or erected 
with Government financial assistance. About the same contribution was made 
by lending institutions on their own or with Government participation. 
Allowing for overlapping, Government and lending institutions together 
contributed to a little less than half the housing program. 


36. Savings and Investment. In 1945 gross home investment absorbed 


only a small portion (20 per cent)of total private savings. The major portion 
went into a net increase in foreign assets (24 per cent) and the Government 
deficit (60 per cent). In 1947, as the Government deficit turned into a 
surplus, it became the second most important factor (32 per cent) in providing 
funds for the large volume of private investment. The prime source was 
business savings (55 per cent). The contribution of personal savings (21 

per cent) was smaller. (Percentages do not add to 100 because of residual 
error contained in the estimates.) 

37. Implications for the Future, The balance between personal and 
business savings, Government surplus or haiadt weal investment, both civilian 
and military, has been changing rapidly during the war and post-war period, 

It will require a great deal of fiscal wisdom and adeauate consideration of 
the best allocation of resources to steer a middle course of avoiding the 
extremes of shortages and inflation on the one side and unemployment and low 


incomes on the other, 
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33. Public Investment Policy. The Federal Government's attitude 


towards public investment (except housing) during 1945-1948 has aimed at 
cutting down capital cxpenditures to/basie minimuin and postponing all con- 
struction projects that can be deferred without inpeding efficiency of 
Government operations. Little public criticism of this policy has been heard. 
39. Private Investment Folicy. The Federal Government's attitude 


towards private investment (excluding housing) was different for two periods: 


(a) During 1945 and 1946 expansionist measures wore taen des'gned to 
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encourage speedy industrial conversion and modernization, 

(b) During 1947 and 1948 mildly deflationary measures were taken in- 
cluding (i) budget surpluses, (ii) firming of interest rate and cur- 
tailment of bank credit, (iii) discontimance of the expansionist 
measures of 1945 dnd 1946, (iv) continuation ofallocation of export 
controls te assure most productive use of key resources, (v) capital 
goods import centrols under the Emergency Exchange Conservation Act, 
and (vi) appeals to the public to postpone non-essential investment 
projects, 

(c) There has been a great deal of criticism of this policy centred 
around (i) lifting of construction controls and high building costs, 
(ii) expansionist measures, e.g., special depreciation provisions, 
(iii) "easy money" policy, and (iv) discrimination between capital 
and consumer goods, 

40. Special Case of Housing. Government's program represented an 
all-out effort and resulted in peak levels of residential construction ex-= 
ceeding past housing accomplishments in Canada and matching or exceeding the 
accomplishments of any other country in the world, Public criticism of the 
Government's housing policy persisted throughout the post-war period, It 
centred around the argument that the mumber of houses built were insufficient 
te meet current needs and beyond the means of a large portion of the popula- 
tion. Hardly any criticism was heard that the housing effort was too large 
and inflationary. In this respect housing criticism was inconsistent with 
the criticism of the Government's attitude towards other types of private 
investment, 

41, Reasons for Confusion, The confusion that exists today as to 
whether the Government's attitude towards private investment in the post-war 
period had inflationary effects or not is partly due to lack of understanding 
ef the sequence of economic events and the policies they necessitated and 
partly due to the failure to give adequate publicity to the purpose and 
effect of Government measures taken in the private investment field in the 


first three years since the return of peace, 
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Post-Var Investment Problem 


(42) Chief Economic Problem of Post-War Period: Too many trying 


to do too much in tco short a time. 

(43) Economic Climate Leading to Investment Boom. A complex set of 
circumstances contributed to inflation in the post-war period. Among the im- 
portant factors were: 

(a) World inflationsry pressures on prices were particularly strongly 
felt in Canada, which at war's end started out on a process of 
adjustment from a lower price plateau than most other countries. 

(b) Price adjustment of commodities in short supply became necessary 
as @ means of encouraging movement of materials and labour into 
these fields and gradually bringing supply in line with demand. 

(0) Levels of ef ective demand were so high in all sectors of the 
economy that competitive bidding for scarce factors of production 
was unavoidable. 

(a) Increase in overall supply was limited by small expansion of the 
labour force and only moderate improvement in output per man-hour on 
a national scale - the improvement being more pronounoed in selected 
industries. 

(44) Investrent and Inflation. The impact of investment on inflation 
is complex and cannot be isolated from other factors. 

(a) Increase in investment has exerted pressure on the general price 
level due to competitive bidding for scarce resources and through 
seccndary impacts on consumer goods industries. But the pressure is 
not as great as may appear at first glance, mainly because capital 
expenditures by private industry largely took the place of pgovern- 
ment expenditures fcr industrial gocds and services serving military 
needs, The effect of high world prices appears to have been a more 
significant factor contributing to inflation. Strong consumer demand 
was another factor. It would be misleading to blame any one faetor 
for inflation. 

(b) Had investment been cut in 1943 by 10 per cent the effect on the 
official cost-of-living index would have been slight. At most it 
would have prevented the index from rising by 2 or 3 per cent. An 


attempt to cut the investment program by a substantial proportion 


wn pul ih i 
pie a ey, ah! 
a al 

. 


i stat auco ‘wto jon 


a 


Voit woes fan sininése’ a ss ia 


pitt 


teins A i 


| co be. et ate aie salts oft iy at 
. at bad evotooe ita ct spat eae bec write % fo ele 
pen whey shirt ‘5 odie! serine “ot aati i 111 itd 


Lie \ 
{ Wik 
i 

i ae 


{a Ne Oa NL ae ms ial 
eR Re a _ sasaighonmm ~ iy 
als Meye a q } iy iy 

at % Hoe ia kis’ he holga nom dean Akers wut es c 


aioe heat ge td ai “aise itil iste iio bos woth ria i 


“7 


te se.lon i Bow cwacorae, evar, whe onic bal “ ahece stab | 

, | | | ; . ; ! a tis Ny 

an a in at Hie Wun 
ty aoe ‘ i ] iia. 7" ni 

: cece, head 


| ae ate af oat pial ithe ‘ait it isha i nd a acne, fo ssa 


as 2 & 
a ste 
zs Pa a iE od 


}. ae 


mae ne one Poonie: Yor pe al * hibe dual’ hat 


: 
1 


“ 


‘ ont | brut ‘wt: thes 9 % sei f wet hoie ‘oid ‘tnisi dean fll ernotoel ae ue 
dvr y fap. eenmeaan an 093 7 a0 godt bie het honnoe oF ‘dash. Lud ae 4 
oo ri “ame pues) us ‘wettest ibooy ‘even fH ‘pti reba 290 a | 
Bess er ciate anh: 
me ing ey ‘ish wd ees “! one cia ayo ' folic. tne tine y ¥: aay oom ‘ 
wart evan, 1%  eneig © dd Neh tena t fiheobms vero 4 | 8 eorenneh “brome iad Re 
senate wrk iv ages aholviee 4 aa 5 RO taba bak io wernt Hoenecgies’ Seven viele ME 
a * sd, ovat oF aiBeiiye ~ ~ ont hile i ‘hae dat’ hoy dhe awl. sabe |. t v | 
i age up nanae t) pamdadiind’ oe oe x eid es a eh age cf 
So Oeee | Beil: ; 


G vidas oem ¢C 8 eid CK a aothaa fe thy “ea } bei a, ae re “4 ind hat m * exlbahat tse: al - ani 


i 


ie a a 


spe ay Sa Ae ' . (ale bbls hse 


: 
roa 


orf aw fovtie pit ines teq) % i ait tat at “ties ave Fema paves nal “t 


Ae £o) 1a ‘ 
se anu ‘a sdlgase isis. eeisd bl 2 webs pe jiltudcatdmenow catohvte 


a, watt a) Ly ¢ zest $ Vit ate ale ‘tio eke ale teat: stare weak: tivo, 


rate ae: 


mite ages Lakattathe nihil W . r er ‘niieie ys sek OR Oe ew Pere ae ane ee MD 


- 2 
would have been hardly feasible in view of the extensive recuire= 
ments for capital soods. But had such an attempt been made, this 
would have meant a serious dislocation:of industry, a certain measure 
of unemployment in particular fields, a decline in income for those 
affccted, and higher prices because of world pressures and domestic 
Shortages, It vovld probably have led to a decline in output of the 
nation as a whole and a lowering of the real standard of living. 
Control of the volume of investment alone would not have been the 
solution to the problem of inflation in the post-war period, A much 
wider and more varied system of directive measures covering prices, 
wages and allocation of resources in the key sectors of the economy 
would have been more effective, ‘Whether such a system would have 
been acceptable to the public, and how great the difficulties would 
have been in administering such a scheme in peacetime, are questions 
which go beyond the present inquiry. 


(45) Investment Boom_at the end of 1948, After three years of 


investment boom the Canadian economy is still in a comparatively strong 


position, 


(a) 


(b) 


(c) 


(a) 


(e) 


Unlike some previous investment booms, ‘shich gathered speed as they 
developed, the investment boom following World far II started out 
with a bang, slowing down in the rate of expansion of volume in each 
Succeeding year, 

Supply of most factors of production has been catching up with 
demand, Shortages of basic materials such as steel, and lack of 
skilled workers in particular trades, e.g.) masons and bricklayers, 
are: continuing. 

Cost of investment showed the first signs of levelling off, because 
prices and wage rates increased at a slower pace, output per man-hour 
increased slishtly, and competitive bidding reappeared, 

Capital expenditores made in the first two post-war years besan to 
pay off in terms of an increased flow of goods and services, Many 
effects will not be felt until 1949. 

Business continued in a strong financial position. Large »rofits 

in 1948 ana a continuation of a conservative dividend policy held 


promise that business would be able to look after a large part of 
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its own financing - at least in the immediate future. By the end 
of 1948 there was still no immediate sign of syeculative excesses. 
Most businessmen and individuals combined measured optimism with an 
attitude of realism that things could get worse. There was little 
evidence of the feeling of "permanent prosperity" so characteristic 
of the over-optimism of the late ‘twenties. 
The role of government it acne the investment boom was a delicate 
one. It could not afford action that might bring about a lowering 
of levels of employment and income, It could not afford inaction 
that would allow price excesses and speculation. The record so far 
supports the contention that high levels of employment and income and 
standard of living prevailed in the post-war period, and that, in 
spite of rapid price increases, harmful price excesses and speculation 
were on the whole avoided. 


(46) Short-Term Outlook. The post-war investment boom in aggregate 


appears in volume terms to have come close to a peak in 1948. he possibility 


that 1948 might turn out to be the actual peak in the immediate post-war 


period cannot be precluded. Nevertheless, substantial elements of strength 


are continuing and are likely to offset largely if not actually exceed the 


weakening in some of the other sectors already noticeable. Differences in 


strength should become more apparent in individual investment sectors in the 


next 2 or 3 years. 


(a) 


(b) 


Investment in menufacturing and primary industries has shown signe 

of weakness, and a lower level of investment activity in these fields 
in the next two or three years may be anticipated, 

Investment plans of most utilities are still on the increase, 
Utilities as a group represent the strongest factor in the non- 
government investment field. 

Investment in commercial, merchandising and service groups shows 
different towths, with elements of strength counterbalanced by 
elements of weakness, On the whole this sector should be able to 
avoid any significant decline in capital expenditures over the next 


twe or three years. 
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(d) Institutional investment has still a large backlog to make up and 
high levels of activity are likely in the imnediate future, 

(e) Housing is a doubtful element of strength, There is at present no 
danarete evidence of slackening demand for housing, but high 
building costs relative to income levels suggest that the peak of 
the privately finance? housing boom may be in sicht and a turning 
point for the immeriate post-war period may appear betreen 1948 
and 1950. 

(f) Many Federal, provincial and municipal projects presently being 
postponed could be carried out when business investment declines, 
Direct povernment investment therefore presents an element of 
strength, 

(g) Some expansion of preparedness activity is likely as Canada's 
contribution to Atlantic security, Some of the expenditures would 
directly affect the investment program, while others would affect 
capital goods industries, although their product may appear as 
exports if supplies and equipment are shipped abroad, 

(h) The outlook for inventory accumulation in the non-agricultural 
sector for the near future is one of continuation of the present 
cautious attitude on the part of business, In national terms the 
annual rate of inventory accumulation should decline, In the 
agricultural sector, weather and other natural factors and foreign 
demands remain the tvo main variables effectinz changes in the 
volume of inventories, 

(i) Allowing for the various forces tending in different directions, 
ageregate investment in its broadest sense, that is, including 
expenditures under the preparedness program, is likely to remain 
at hich levels over the next tvo or three years, This appraisal is 
based on current observable trends, It is not a forecast because 
there are circumstances presently not foreseeable that could change 
the course of investment and affect the composition of the procran, 

(47) Long-Term Outlook, Any attempt of looking 
peyond 1950 or 1951 is of necessity shrouded in much more uncertainty than an 
appraisal of the short-term outlook, Several broad observations can be made: 

(a) Fluctuations of investment occurred in the past, They are likel:y 


to occur again, It is almost certain that attempts will be made 
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in both Canada and the United States to reduce the degree of fluctua- 
tions and to mitigate the effects on employment and income of what- 
ever chanres may occur, 
The Canadian economy is a growing economy, To provide nev workers 
with the necessary capital and new familics with the necessary 
housing and other essential facilities may involve at the 1948 rate 
of increase an annual capital expenditure of 3700 million(in 1943 
prices), or adout one-quarter of the current investment program, 
A larze part of the future investment procram will consist of 
replacement of worn-out and obsolete equipment if the stock of 
Capital of the country is to be maintained at high standards of 
efficiency, 
The trend in Canada is towards more processing and fabrication of 
Canadian materials, Industrial research in this country is 


increasing, Canada has also been fortunate in obtaining the results 


of research undertaken in the United States and the United Kingdom 
in the past, and is likely to benefit in the future, Both factors 
would tend to increase the demand for capital per vorker, There is 
also increasinz evidence of government encouravement to peacetime 
industrial development, 

Efforts to liberalize and stabilize international trade - even if 
progress is slow - are likely to have salutary effects on investment 
decisions, 

Investment for security purposes is likely to loom larger than it 
ever has before in a peacetime period, 

Little experience is available as to how to stabilize the levels 

of investment in Canada or other countries where the volume of 
investment is larzely zuided by the decisions of individuals, Much 
experimentation will be required, and any success achieved in 
alleviating some of the fluctuations of the volume of investment 
will not be without initial sethacks and disapvointments, Perhans 
the most encouraging sign in sisht is the groving recognition 

and more intensive knovledge by all groups in the couxrtry, business, 
labour, consumer and zovernment, as to what would hapoen to levels 
of employment and income and the standard of living should the 
North American economies continue to allow investment to take the 


same course in the future as it did in the past, 
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I. ROLe AND BEHAVIOUR OF INVESTIENT 


Canadians are spending in 1948 the largest amount ever spent in any one 
year on new construction and the purchase of machinery and equipment. This state 
of affairs is gencrally described as Canada's greatest investment boom. Is this 
true? In absolute terms the answer is: yes. After alloving for price changes 
the volume of investment is the greatest on record = over one-third higher than 
in 1929 and couble that of 1939. In relative terms the answer is: no. The ratio 
of investment in durable physical assets to domestic supply (gross national 
product and imports from abroad) in 1948 apvears on a volume basis lower than it 
was in 1929. Investment in inventories, which absorbs a much smaller proportion 
of resources than investment in durable physical assets, is up. Exports and 
Government demands changed only little. The end result: between 57 and 56 per 
cent of total Canadian supply is used to meet the demands of consumers in 1948, 
as compared with 56 per cent in 1929. However, since the estimates for 1948 are 
still in a preliminary stage, and errors of two or three per cent up or down are 
in the realm of possibility, the most reasonable observation which could be made 
at present - that is, before the end of the year ~- is the statement that the 
consumer is getting as great a share of Canadian resources in 1946 as he did in 
1929, the last peacetime year of peak economic activity. What is the effect of 
this on his standard of living? Since full use is being made of productive™ 
facilities, greatly expanded in Canada, more goods are being turned out anc more 
peacetime bares are being rendered than ever before. This increased output is 
divided among a population made larger by natural increase and by imiigration. 
Allowing for this factor, the volume of consumer purchases by the average Canadian 
is today about 50 per cent higher than it was in 1939. Statistics for the years 
prior to 1938 are less reliable, but they appear to support the observation that 
the present standard of living of the average Canadian - except for a small change 
from 1947 to 1948 = is higher than ever before in the history of the country. 

This is not to suggest that the high level of investment activity has 
not created difficult problems in adjusting the resources of the country to meet 
the pressing demand for capital goods, or that the exeess of demand over supply 
in the investment goods industries has not had inflationary effects, Bui the 
excess of Gemand over supply problem was a phenomenon common to most segments of 


the economy when peace came in 1945. A larg: volume of damned up purchasing 


ie r 
wal Ag L, 
ee 


aa 3 boy ‘so! : a ada 8 
ae ‘Se ‘on iy 


ar” igi bonito “revo * 


eit 4 id ial 


ia ahine ee 
CX ny 


») 


Rect” ite ° "ght ttoweste os 


ne oH f 


Mow ae ait wrt ay wc olitaaaab 


wit: 
A 
a” 


i 


| Were: 4 Y A te eae * ; / u / Ay : y 
wo rit me sa ‘enti 7 ry Ho. . ort AMEE hy Vip 
ih ‘ . Mt Jy H Heng Me 


ys 


iy i m | Ni if eR 0 it ' ; iM it 
ir Mae AE ab dmecnt soe : 


Bruges eh 


JS A a om aa See i | 
Pe wee A wipes at: im vee stag seibianb a uompagt, ae 


Ty reawe 


ae aes 


Ms Se is is at sh riuaet are: wat aaonet ee + 


BREE HD onastranon 1. senate ats J balls 


Ves 
* 2a 4 


6 ORE ict vodumtsrsd os em: 


RHE eo “crt Pil ae re 


mk i nce + 


i Ka 


Me od dkuno tare pee a Poa ie at iho: a a rs sata as 
i ule i | er ri i | : tah ai, i nptis ee ane aa ewe a wd | 
Etat actin Sight anh: aoeituit i act ner i Saggy a whltteg ri sev 
ke Oa gp | ot, 
, ee rte als ify bale - or rel shirt oe Prone a ms, sae venom dent le Bas 
. oie ii une. sae lit ee, ake Te a iw | t ae tt 5 bo cl a aid ‘4 f 
a Seta de ipa x tad — i mine he a ‘ak boty AY, aes, ylaory| veel a 
i i rt pers Papen 


RS | ete ears a ‘eed pete ake a wad rt mt irae | 


fi Lon 
' 


Papa! ae thee | See wm a if rm 4 f  fynee. « , iy 
ih GobeNa Kemet. as agptad abe mht San amet | 


iy fia? r j Ty Tad " ‘en i bus ef : aes " ihe set 4 Pe MES piles apes ly, 
a AMER OS YE Bete awe’. CE) CAE Ot * stg he W tt efoto) ‘t ately aah apiece | 

: 4 PoP bie Nt) ' ch 
4 : J , iy A ee “ aren © da, i 5 a an ie oe ; : “7 
if ie / ‘ od hives NP ean eons *') A : OES i vo) re irate steed ae 0 - mae ay, on siiodey vibes. a 
b hs oe i idbi ‘ eae. Mab? a, Bey t a . f (i s ay 4 : 
n Mn eervende che Haas ied Media wed Abed. o> flee nnd 

Mercado oe HhOMiKe OF Bieta qatd ded, <r ehier baal oie Bae oy som | 4 
arene y Ok MOWING: ~ iho Dace. WARIO OS Sho: Pee EF Aes | aabhiat - sna ude odg 
i ( i f cae ne yp re perciea : R i ‘ 

ye / * ae g ~ ; ane 

“ed a s ad 


: ‘ : 7 
nl Vuee tas HE i) anes sobds rue pi cull - keel ican ws no li leihs ki oo TRY aS Te Rd oy 
Hace ecto tote vein ue pete 20 sc See) Qe 
e ° ' a Mi) . Lie A ES Oe. a Wek 1 ie ~ i ee 4 


v4 ; ’ fi 
* Ne = - ) + 
vie pe = os : 5 ‘ws 4 
mV Wl ay an pore a a ap vf rete oats Se y f f 
f i “ 1) i id ay oa ie ive we ‘ci aut S. aris " , : Ae f 
ro) ants . ; ty i i ' . 
al r 
Rida i vac ul 
Se Ol waleaoa oft’ Say" ee tae ve ae ee, eee ee a Bi al ; 
ow BIDS ey See aery Wear; ane Py Ba, Ht EEL. Miesaorey. Si wer "ysl fy bh 
J f we ye Par is ci Sieh ae ¥ he Sl 
: ‘ FT it 


ESSE ISOeaae O Ca ie ny 
Pie ONO Otemsh ted wedged nets Te GS BO, -g ED ie 8 4 ‘tee no’? boule 
Fa hail ee my ~ 1? Or ay UF i 


"7 Ee ‘ ? i i ea 


Va ae : - \ q 
Sonate Ad ie Sy 2 ' 
etl ‘pent D iets Me ey er : df a ut hy Ba 3 te 
| . — ae Dit. BON ae sh td BOM. monde 
er ’ i ” : + met i +A i Y 


' ioaet : x ? ; i 
OMG De Pum wt eich eae a ; vy 
oe aAcinde oe o:.-Rien meet taste IO Sopnuneys 

OOS, ee SENET 


ie eae cae ee ee ae a en a enemy yee rama ee eee eee eT ne q 


{, 


-“ 


~ 26 « 


power of both consumer and bus {sess at home as well as abroad - made effective 
in part through credits to foreign countries - vas let loose on an economy that 
needed time to adjust its productive mechanism to meet this demand. Physical 
adjustments were only part of the process, Another important aspect was the 
adjustment of Canadian prices - considerably lower at war's end in Canada than 
in most other countries - to prevailing world prices. 

In considering therefore the role of investment in the post-war period 
it should be borne in mind that it was the interaction of a set o2 very complex 
forces that contributed to an excess of demand over supply situation. Many of 
these forces were extraneous in character, over which Canada had little or no 
control. 

Definition of Investment 

A number of definitions of investment are currently used anc still more 
are possible. In this report investment is defined as the aggregate of all goods 
and services which: (1) add to the stock of durable physical assets held by 
producers and housing owned by consumers, (2) effect a net change in the level of 
inventories held by producers, and (3) result in a net change of foreign assets 
abroad neld by Canadians. The two first mentioned flows of goods and services 
are called comestic gross investment or domestic gross capital formation, the 
third net investment abroad, and the sum of the three items total gross invest- 
ment. (1) 

In accordance with its terms of reference this study is primarily 
concerned vith the interpretation of the role ana behaviour of domestic gross 
investment and only incidental reference is mace to net investment abroad. 

Investment in durable physical assets consists of additions to 
buildings, installations, engineering works anc machinery and equipment ir- 
respective of whether these expencitures are made for entirely nev projects or 
for the replacement or improvement of existing assets. Builcings cover those 
used by business, institutions, governments and as residences. The goods (and 
services) which are purchased for investment purvoses are called capital goods. 


They are used in substantially the same form over an extcnded period of time. 


a ae Po = tee ee wr re mee 


(1) For a nore detailed discussion of the concepts involved sce Public Tavestment 
and Cepital Formation, A study of Publicand Private Investment in Canada, 
1926-1941, Dominion Provincial Conference on Reconstruction, Ottava, 1945. 
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However, each year some of the productive value of these capital gocas is used up 
or diminished either from production (wear anc tcar) or from the passage of time 
(obsolescence). Business attcmots to allow for this reduction in value through 
depreciation charges. If this reduction in valuc of existing durable pnysical 
assets is deducted from current gross additions to the existing stock, a smaller 
quantity, called net investment in durable physical assets, is arrived at. 
Expencitures for capital goods involve a major outlay at the time of acquisition, 
but further investment expenditures are small until replacement or expansion 
becomes necessary. Consequently, the production of capital goods in any one year 
may be above or below the amounts used up, dcpending upon the current need for 
replacement and the apparent and foresceable demand for increased capacity. 

Investment in durable physical assets can be separated into a number of 
homogencous groups. Two major divisions are used in this study s 

le A distinction between private and public investment; 

(a) Private investment is the sum total of capital expencitures 

by business enterprises, including publicly owned utilitics, institutions and 
housing built by private firms or individuals. 


(b) Public investment is the sum total of capital expenditures by 


u 


Government, owned utilities and other enterprises, Government operated institutions 
and housing and direct Government outlay on what is traditionally known as public 
works. 

ae A distinction between business and other investment; 

(a) Business investment is the total of capital expenditures made 
by business enterprises, including Government owned corporations, covering 
manufacturing, primary industries and construction industry, public utilities, 
commercial, merchandising and service groups. 

(>) Other investment is the total of capital expencitures made for 
institutions, housing, and directly by Government. 

investment in inventories is the change in stock of goods neccessary for 
production and distribution purposes but not yet in the form or in the location 
in which these goods would finally be used. Inventories must be kept on hand if 
there is to be a continuity of production and an efficient working of the 


distribution system. Inventories include such things as stocks of rav materials, 


work in progress and finished consumer and producer goods. These stocks of 
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comnocitics change in physical form Substantially as they provide their service. 

They may cisappear entircly, as in the case of fuel, or they may become a 

physical part of another commodity before it is ready for final use. Some of 

these inventories are finished govds on the shelves of consumers and will later 

be used for personal consumption. The remainder are in the hands of producers. 

Analysis of inventory changes in this report excludes stocks held by consumers. 
Quality of Statistical Data Used 

AS a result of the significant advance in the development of economic 
Statistics in Canada in recent years, particularly in the field of the national 
accounts, sufficient evidence is available to present a comprehensive picture of 
the role and behaviour of investment in Canada. However, some of the estimates 
available are inadequate for the purpose on hand, while other estimates, based 
on scanty primary data, can only be considered as first approximations. 

In this state of development sufficient Cata arc available to paint a 
broad picture of economic events that took place or are being shaped. The 
estimatcs, however, lack the precision to produce a picture of developments with 
photographic accuracy. 

With regard to investment, the main theme of this report, two sets of 
data are Deing used: 

1. stimates prepared by the Economic Research Branch of the Department 
of Reconstruction and Supply, now of the Department of Trade and Commerce (1) ; 

(a) investment in durable physical assets, including investment 
by business, institutions, for housing, and directly by Government, 

(b) investment in inventories reflecting the change in the volume 
of stocks held. 

These estimates are used in all instances except where otherwise 
indicated. 

2. Estimates prepared by the National Income Unit of the Dominion 
Bureau of Statistics included in the National Accounts: 

(1) These data are substantially those contained in thc documents mentioned 
below, revised in the light of more up to date information becoming available 
Since publication. It bears emphasis tnat the estimates in their present 
form are still preliminary and that further liprovements are under way. The 
sources used are: Public Investment and Capital Formation, A Study of 
Public and Private Investment Outlay, Canada 1926-1941, Dominion-Provincial 
Confercnee on Reconstruction, 1945; Capital, Repair and Maintenance 


Expenditures of Business Enterprises in Canada, Forecast 1946, Forecast of 
1947 Investment by Canadian Business, Private and Public Investment in 


Canaca, Outlook 1948, the last three published by the Department of 
Reconstruction and Supply. 
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(a) investment in durable physical assets including invéstment by 
business, institutions, and for housing, but excluding direct Government investment, 
This item is called in the National Accounts "plant, equipment and housing", 

(>) iavestment in inventories refleoting the change in value of 
stocks held in all instances except for grains in commercial channels and farm in= 
ventories where the estimates present the value of the physical. change of 
inventories, 

The sum o these two components in the National Accounts is called 
"gross home investment". In this report these estimates are used in those ine 
stances where investment components are compared with other eoonomis flows, @.g., 
consumer expenditures, Government expenditures, oxports, private Savings, deprecia~ 
tion allowances and other business costs, total output (gross national product or 
gross naticnal expenditure) and total supply (gress national preduot plus imports 
from abroad), 


The different results obtained from these two series are illust~ 


rated in Summary Table 1, 


SUMMARY TABLE 1, + ESTIMATES OF INVESTMENT, 
DEPARTMENT OF RECONSTRUCTION AiD SUPPLY AID 
DOMINION BUREAU OF STATISTICS, CANADA, 1947 


Department of Reconstruction 
J a santas pas Dominion Bureau of Statisties 
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§ Mill, $ Mill, 

Investment in Durable Physical Plant, Equipment and Housing(2) 2,042 _ 
Assets (1) 25399 Inventories (4) __ 842 | 
Investment in Inventories (3) ae 
Demestic Gross Investment 2y712 Gross Home Investment 2,884 
Gross National Expenditure i Pe fe Gross National Expenditure , sagar> | 
Demestie Gross Investment Gross Home Investment as a | 
as a Proportion of Gross Proportion of Gross | 
National Expenditure = National Expenditure - ) 
per sent 20,3 per cent hd. | 
“Source: For estimates of Department of Reconstruction and Supply see footnote | 


lon p, 283 estimates of Dominion Bureau of Statistics published in the 
National Accounts, 


(1) Includes capital expenditures made directly by governments, 

(2) Excludes capital expenditures made directly by governments, 

(3) Estimated value of physical change. 

(2) Includes changes in book value except for agricultural inventories, 


investment in Durable Physical Assets 
Fluctuations, 1929-1948 
totad investment in curable physical assets in 1948 is more than double 
the value, of capital goods purchased in Canada in 1929, but a great deal of this 


inerease is due to higher prices, In volume terms this increase is much smaller, 
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only avout one-third. The difference between the two hish points of investment 
activity in the last twenty years is reduced still further if allowance is made 
for changes in population. For Canada's populetion increased oy about 2,49 
million in this period. Ona per capita basis, and allowing for price changes, 
Canacians are spending 4126 in 1948, as compared with $119 in 1929, or only 5 
per cent more. It may also be remembered that the Canadian economy is a rapidly 
growing economy and that the process of mechanization is a continuing one. It 
requires more and more capital outlay to replace manual labour by machine powers 
As indicated later, if available statistics are any guide, about the same pro- 
portion of total supply of goods and services available in Canada in 1948 goes 
into investment in durable physical assets as was the case in 1929 (see 
Summary Table 19). 

The level of investment has fluctuated substantially in the period 
between the 1929 and 1948 highs. The lowest volume of investment in durable 
physical assets was recorded in 1933, when capital outlay was less than one-third 
of what it had been in 1929. Even by 1939, when recovery was well under way, 
investment was still only two-thirds of the level of 1929. When the war ended 
the voluwne of investment was about the same as in the year when the war started. 
Beginning in 1946, however, investment increased rapidly, surpassing the 1929 
volume level slightly in 1947 anc more notably in 1948 (see Summary Table 2). 


SUITJARY TABLE 2. - INDICES OF INVESTMENT IN DURABLE PHYSICAL ASSETS, 
CURLENT AND CONSTANT DOLLARS, CANADA, SSLECTED YEARS, 1929-1948 


ary Nadal "Cerseah, Dollars D  ..  Chesaeaee Dollars 
ed ei Loaseh eh 165 ai 150 we 
1933 43 - 
1939 100 at 
1945 144 ” 
1946 203 had 
1947 301 oe 
1948 37h, 203 
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Source: Estimate by Economic Research Branch, Department of Reconstruction 
and Supply. 


Construction, Machiner;, and Kquipment 
Expenditures on new construction, major improvements and alterations 
represent currently about three-fifths of total investment in durable physical 


assets (see Summary Table 3), the remainder of the outlay going into purchases 
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of machinery and equipment, both domestically produced and imported from abroad 
(see Section II), Both components of investment varied widely over the tventy- _ 
year period under review, Fluctuations in machinery and equipment were more 
substantial than those of construction, This is particularly notable when 
considering changes in volume, The decline for construction from 1929 to 1933 was 
63 per cent, and for machinery and equipment 77 per cent, Currently construction 
is 83 per cent above the volume of 1939, while machinery and equipment purchases 
are up 117 per cent (see Summary Table 4), 

SUMMARY TABLE 3, - INVESTMENT IN DURABLE PHYSICAL ASSETS, 


CONSTRUCTION AND MACHINTRY AND EQUIPMENT, CANADA, 
1945-1948 


(3 Million) 
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Source: Same as Summary Table Re 


SUMMARY TABLE 4, - INDICTS OF INVSTMENT IN DURABLE. PHYSICAL ASSETS 
CONSTRUCTION AND MACHINERY AND EQUIPMENT, CURRENT AND 
CONSTANT DOLLARS, CANADA, SELTGTED YEARS, 1929-1948 
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1929 165 147 164 159 
1933 49 D4, 35 at 
1939 100 100 100 100 
1945 150 110 135 101 
1946 216 147 185 138 
1947 289 168 317 205 
1948 363 183 390 217 


Source: Same as Summary Table 2, 
Private and Public Investment 
More than three-quarters of the investment program is currently 


privately initiated, But not all of this is necessarily privately financec, 
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For example, 19 per cent of privately initiated housing in 1947 was built with 
Government assistance, Irrespective of where the funds come from, tne factor 
determining whether a capital outlay is private or public is the source of 
initiation, If investment is the result of action taken by an individual or firm 
it is private investment; if the capital project is initiated by Government or a 
Government owned corporation, the expenditures are classed as public investment, 
The current ratio of public investment to total is 4 per cent lover than the 
corresponding ratio in 1945, but 2 per cent higher than it was in 1946 and 1947 
(see Summary Table 5), This small increase is due to larger Government 
participation in the housing, public utilities, school, and hospital building 
programs,, Over the twenty-year period private investment fluctuated more widely 
than public investment, In volume terms, private investment in 1933 was dovn 72 
per cent from the 1929 level, as against 58 per cent for public investment, 
Currently the volume of private investment is more than twice its pre-war level, 
while public investment is only up by two-thirds (see Summary Table 6). The 
reason for this is partly the Government's definite policy of curtailing its own 
public investment expenditures in times of a hich volume of private investment 
activity (see Section VI), partly the time required to move public projects from 
the idea to the execution stage, Hirh building costs also present a greater 
deterrent for public authorities to proceed with capital projects than they do for 
private business and individuals (see Section III), 


SUMMARY TABLE 5, - INVISTMINT IN DURABLE PHYSICAL ASSETS, PRIVATE 
AND PUBLIC INVESTMENT, CANADA, 1945-1942. 
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Private Investment Public Investment 
Year eileen «illite ata naialn ss diamant ee ee ee 
Current Constant Current Constant 
Dollars | Dollars Dollars | Dollars 
ee et ew a ew te ron ap mene aned ee er aw ena emeneeiies mae Oe ES Oe sey meena 
1929 176 162 137 | 124 
1933 Al 45 47 52 
1939 100 100 100 | 100 
1945 144 106 142 | 105 
1946 229 157 155 107 
1947 330 202 Pol Lv. 
1948 396 210 ° 327 165 
ida ea tecassceniiinaaes Nees 5 al. een Te EE NEMO RN Ameen —_ - 


Source: Same as Summary Table 2, 

Business and Other Investment 

The rapid rate of Canadian industrialization and business expansion is 
evidenced by the developments of the last four years. In each of these years the 
proportion of investment resources devoted to business capital expenditures 
increased, from 50 per cent in 1945 to 62 per cent in 1948 (see Summary Table 7), 
Only little over one-third of capital expenditures are currently made for housing, 
institutional and direct Government building, The remainder is designed to 
contribute to the expansion of industry, to make it more efficient and better able 
to compete, an important factor for Canada as a world trading nation, The 
Classification of "business" and "other" investment is an even more sensitive 
indicator of economic fluctuation than "public" and "private" investment, . The 
reason why business investment fluctuated more than private investment is that the 
former includes public utilities and Government owned cornorations and excludes 
housing and institutional building, As business prospects deteriorated in the 
'thirties investment by business enterprises declined considerably, . Private 
entrepreneurs as well as public corporations followed a similar pattern. Now with 
peacetime prosperity at a high point, most business enterprises, including 
publicly orvmed utilities and corporations, are striving to expand their facilities 


(see Summary Table 8), 
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SUMMARY TABLE 7, - INVESTMENT IN DURABLE PHYSICAL ASSETS, 
BUSINESS AND OTHER INVISTMENT, CANADA, 1945-1948 
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| | 
Business | Other | Total 
Year Investment | Investment Investment us 6 > 
| | Proportion 
| | of Total 
| | | Investment 
| & Mill, # Mill, | > Mill, Per Cent 
1945 570 578 1,148 457 
1946 953 667 1,620 58.8 
1947 | 1,486 913 2,399 61.9 
1948 | 1,873 | 2 gh 2,984 62,8 
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Source: Same as Summary Table 2, 


SUMMARY TABLE 8, - INDICES OF INVESTMENT IN DURABLE PHYSICAL ASSETS, 
BUSINESS AND OTHER INVESTMENT, CURRENT AND CONSTANT DOLLARS, CANADA, 
SELECTED YEARS, 1929-1948 
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1929 203 191 121 | 107 
1933 | 40 Ld 16 51 
1939 100 100 100 100 
1945 133 99 156 114 
1946 223 161 180 124 
1947 347 218 24,6 14d 
1948 ik 438 237 300 153 


Source: Same as Summary Table 2, 
A study of the components of business investment throws lirht on what 

makes aggregate investment fluctuate, . From 1945 to 1947 the two main driving forces 

were investment by manufacturing and by primary industries (including the 

construction industry), But the situation changed in 1948, with both these types 

of investment levelling off and two other groups, utilities and commercial, 

merchandising and service establishments pushing ahead to absorb the large 

supplies of capital foods becoming available (see Section II), :.This: 


development has important implications. for the’ future course of the current 
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—- FIGURE I~ 


INVESTMENT IN DURABLE PHYSICAL ASSETS, CANADA, 


SELECTED YEARS, 1929-1948. 


BILLIONS CURRENT CONSTANT BILLIONS 
OF DOLLARS DOLLARS DOLLARS OF DOLLARS 
3 


3 


isS-SmSOME Sie S208 33, 34) 335 736. 737 736) 391° '40 “al FAS aa, Balas 


MOAI 
mm | 
129 S530 "Sl) > 2S2iw 7339°3.4) 0595" 4°36 » 237% '38 ©7329: ©7406 4b 4243.9 (4d 145 eee tare wane 
TOTAL 
| | 
PUBLIC | 
tl : " al Al 
lo20ersOm SI 32.) 733) 34) 635) 436) 1737) 1236) 239 40. 4 AS) a haa as aoa ioge 
BUSINESS 
TOTAL 


I929—s0 "ol woe) 83 734. 35) 36) “37 "38. 388 4010741 


6) 
"42 743 744 745 746 «+747 ~=«1948" 
() PRELIMINARY 


SOURCE: SEE PP. 30-34. 
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investment boom, From the information available (see Summary Table 9) it is 
becoming apvarent that tie expaisioiist forces in manutacturing and prinary 
industries have lost some of their initial vigour, Capital expenditures in these 
two important sectors of the economy ere levelling off, Barring unforeseen 
circumstances, a decline in the near future is in sight. Currently the drop has 
been absorbed by utilities and some commercial, merchandising and service GELOUDS y 
which are still on the upsurge. But as these tivo sectors svend their driving 
power a new slack should appear in the next two or three years, Unless this slack 
is taken up by other kinds of investment of a non-business tyne or unless new 
stimulus is proviced for business investinent, the peak of the current investment 
boom should not be too far distant if, in fact, it has not already oceurred. Of 
course, large capital expenditures for a preparedness program, or necessitated by 
a change of the world trading situation, could affect the present outlook (see 
Section VII). 


SUMMARY TASTE 9, ~ DNVESTMEOT Il DURASLE PHYSICAL ASSETS, 
BUSTiESS BY TYPE, CANADA, 1945-1945. 
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Primary Commercial 
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Source: Same as Summary Table 2, 
Investment Other Than Business, by Type 
This group includes investment by institutions, for housing and 
directly by Governments of the type traditionally called public works (ex coluding 


Squipment for military purposes). Housing is the most important of these three 


components aid in fact exceeds capital expenditures of any otaer single group, 
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inclucing manufacturing, which with 10 per cent lower capitel expenditures is a 
close second. The otier two groups, institutional and cirect Government invest- 
ment oxpenditures, are each considcrably lower and are in fact exceeded by every 
one of tae groups into which business investment has becn divided (sec Summary 
Table 10). Direct Government investment is currently 27 per cent of "otner 
investment" and 10 per cent of total investment. The small contribution which 
direct Government investment by the Dominion, provincial and municipal governments 
is currently making towards the high level of capital expenditures brings to the 
fore the tremcndous task involved in expanding direct government investment 
sufficiently to take up any significant decline in business investment if and when 
this occurs. If business investment were to drop only 15 per cent in volume it 
would mean a public works program double the current size. On the other hand, 

if Government were to exercisc full control over public investment by Crown 
corporations, institutions anu otuer independent agencies, a 15 per cent drop of 
business investinent would require an increase of about half of all public invest- 
ment outlay to compensate for the slack ereatec. Such a decline in the volume 

of business investment once the pcak has been reached is well within the realm 

of possibility. Whether Governments are fully prepared to mobilize sufficient 
resources to take up the slack is another question (see pp. 17l and 192 Section VI). 


SUMMARY TABLE 10. - INVESTMENT IN DURABLE PHYSICAL ASSETS, 
OTHER THAN BUSINESS BY TYPE, CANADA, 1945-1948. 


ESTOS CEES EET OED FOC 8 TS 


Total 
Direct Investment 
Year Institutions Hous ing Governnent Other than 
Business 
& Million 
307 236 578 
419 194 667 
d49 284, 913 
660 303 1,111 
Per Gent 
5 wk 100.0 
62,8 100.0 
60.1 100.0 
59.4 100.0 


Source: Same as Summary Table 2. 
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investment by Regions 


Information is available for a regional breakdown of capital expendi- 
tures for manufacturing, mining, woods operations and selected utilities, covering 
25 per cent of total business investment. The industrial concentration in Ontario- 
which draws its strength from a combination of resources and markets - is reflected 
in the regional distribution of capital expenditures, On the above basis, this 
province alone is responsible for close to half af investment in Canada, The 
other regions follow in this order: Quebec, British Columbia, Prairie Provinces 
and Maritimes., British Columbia and the Maritimes have increased capital expendi- 
tures most rapidly since 1945. The indication is that these provinces are 
currently spending almost five times as much as they spent three years ago. 

Ontario and Quebec are each spending about four times as much, and the Prairie 
Provinces about three times (see Summary Table II), 
SUMMARY TABLE II, - INVESTMENT IN DURABLE PHYSICAL ASSETS 


COVERING ONLY MANUFACTURING, MINING, WOODS OPERATIONS AND 
SELECTED UTILITIES, BY REGIONS, CANADA, 1945-1948, 


Year Maritimes Quebec Ontario Prairies British Canada 
Columbia 
$ Million 
78 | 116 ane 22 252 
i 
130 bi EA, | 38 51, 457 
236 367 ee. 86 785 
322 4,82 75 103 1,040 
a hes PT OTOL REEL! VS: SMPUMTEPRTC mS MANE Mele tiiMat et! eh” 
Per Cent 
1945 As 31.0 46.0 i 9.5 | See 1 tom 
1946 4.0 28.5 46.8 843 11.8 100.0 
1947 5.0 el 46.7 Tec 10.9 100.0 
1948 | 5.6 31.0 16.3 Fal 9.9 100.0 
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Sources Same as Summary Table 2. 


The race between Montreal and Toronto as to which of these two metro- 
politan centres will be the most industrialized city in Canada is reflected in the 
capital expenditures made by their manufacturing industries. During 1945 Toronto 
was spending about as much as Montreal. By 1946 Toronto pulled noticeably ahead 
but in 1947 Montreal overtook and passed Toronto and maintained its lead in 1948(see 


Summary Table 12), Esch of these two cities spends about as much on manufacturing; 
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investment as the remaining cight greater citics taken together. Theo ten citics, 
which comprise 33 per cent of tho Canadian population, are responsible for 43 per 
cent of total manufacturing investment. Another Sijnificant factor is the level- 
ling orf of investment activity from 1947 to 1948 in six citics, with only four 
Ontario cities - Toronto, tiindsor, Hamilton and Ottava « showing « continuing 
vigcur of expansion. 

Net Investment 

No comparable figures to those shown in theo receding secticns are 
available at present for capital consumption to arrive from gross domestic invcst- 
ment to net domestic investment. The latter is an important quantity, for it 
reflects the net additions to or net subtractions from the capital stock of the 
country as these changes occur, 

Some broad indication of the behaviour of gross and net investinent can 
be glcaned by using data on investment in plant, equipment and housing, and 
deieedation and similar business costs(1) shown in the Canadian National accounts 
(see Sumzary Table 13). 

According to these data Canada has been adding significantly to her 
capital in the late ‘twenties and in the post-war period. However, during the 
'thirtics, as a rcsult of substantial deelincs in new investment, not enough was 
spent to keep existing plant, equipment and housing up to the standard achieved 
in 1929. As a result, the quantity of capital available in Canada was declining 
and its quality was detcriorating. To make up these deficienciss is one of the 
driving powers behind the current high level of investment activity (see p. 58 


in Section II). 
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(1) The figures on depreciation and similar business costs shown in Suminary 
Table 13 may overstate or understate actual capital consumpticn. They 
overstate it by using mainly accounting records of depreciation. It is 
business practice to write off - where possible = investment over a shorter 
period of time than capital goods are used up in actual practice. This is 
conservative business practice but the use of such records distorts the 
actual loss in the value of capital asscts due to weer and tear and cconomie 
obsolescenoe. Depreciation charges computed on the accounting basis would 
also tend to be high in depression periods and low in boom periods relative 
to nev investment, because of the practice of charging depreciation against 
acquisition costs, a value of the past, which is not comparable with the 
eurrent replacement costs. On balance the estimates of depreciation and 
Similar business costs appcar to be higher than the actual decline in value 
of the capital assets held in Canada. ‘The cffect of this would be signifi- 
cant in a year such as 1939. It is likely tiat actual net investment was a 
posivive figure in 1939, while the data in Summary Table 13 show e negative 
figuee and suggest disinvestment. If the limitations of these estimates 
arc borne in mind they can be used to illustrate the course of net invest- 
ment. 


ss Bess pie ae ris a weet * oe er hee 


<2 


sy pa benie eae leo ROT g eM Ra ski LOT & 


; ee ee ee gna a 
yi bY Pre. ~. see oe 
if aD ra be Sw Hea ah | Ay) et @ tas: 


te ya Shieh dried Vomeh ie 


“weer bal? wclonbdeacrunet ” cok @ auto a8 


abi tay. ee ‘a Bus et es Paya ie baflne ee en Ae & Bee we 


ay 


slo. ORR, 


me 
eh 
a 
i 
pies 
o 
“eA 
~ 
Pas 
2 
Ve 

a 

ee 
oy 
z 

's 


: E : : as a Ley a . : ae ; 
2 rt ¥ : ‘ 2 Me m ” As a a 8 oa Se z % 
Sit git Gath sed “th y PN } Soest Wea Bee eek GY f 
A 
Be Pe ' He. wh Pept cad me ny i fe Go § day) sachynins Bidkoy wet Gage. | eget FM gy Bake "owl age, > | 
mine be ok eet fa Pe eee csr foe ‘ f As Ue SA te edie ae Vgeahastaas Ae a 
. ) A 
ire fury: 
d ' ; i 
wth abet, 
’ 1 ee 
: y an 
Lg 4 j te at ae 8 a es i cae 
ee pet Oe eg CS aa b GS sulk: Bhat Rc hna sine 
ee ee we . we 5 BOF Pa, i F, eo 
Oi Hibs gow aiekiey ay : ao Boba 
‘ 
- LAs 
' i rene eee # ar ee ys he ME gery ra ve 
a ie ete ee il We ee 2 BRT STL MURR “REY od A Ee “as tt 


th ae. Tus of ind odds . tne eae he ah Wie ee eehas Aiden Ss glue ea 7 PM i > \ 
. Ace Ae wale: pon she as : [err ay | oR ot pps tobe ay ea a te Boalt iq ‘ om 
i oe Vid Hee ae! Fgh OBES RSP) apes ” FN PED Spe ain aye = Beinn Wee GaP) yy Rieke She we ix a8 
‘oe by - i 
Rens | Phin Pei cata, 5 vig i Posi Bye he rs . 

( Pe 5 . a RYT ae Sap 3° aye ris 

nae Nia ak oes A is Eee Did, aye i ie py _¢ o aS ae ad, ‘ge 4s 

} Re: b oe or Paes ee 5 ef es oe 3 > sal , ie | 
fi! 7 nll oe: 1h Spade eh says Wa CR Gti eh TEEN 2 Bi atsh teehee an Sep anh SAT yer bk Shnag oe 


a ine + se 
ae os + i aay . a 


ITE Ta ener ae EMTS ACURA MT ABET YORE. ROR ICY Tat Cy Teo eae ae Tees ee DAI neR Naa taal laa mk kur nirtian popbamsttmaaaelenn “en , 
Bie sete G59. Oy Ay Ea 2 “enrgh | 
re vo oul bt ads ap 


ay a 7 Ova 
Lope a 


ORS Saale he HUN tail an pore: 
. adie’ Pie 22 on taw” p -, waED 2 co 


nthe 2 «tleeo due soelquy 
| a We ST aS BeG 
aon ow iledl) schebeee 
Nel at AL wGERE pa doue. aad 
Sg ott oiidiy ROOT mt 
city oe "O)  chiidarke weber Foi, 
then atdss of ‘beswed, nao wort Bedon 


- 39 - 


°c eTqey Areuung se aueg :ad0mmog 


que) tog 
3°SL | 8°83 Ce 8° 3° Get 876L 
7°38 cS | ote S°€8 Ors nt 8*T LY6T 
L°671 9°2T 7°ST 9°75 [20% 0°77 TE 6°0 S°T Q76T 
6°9L 99 9°eL 9°Te | °T aa 2°% 9°0 G*3 YET 
(saeTTOq JO suoTt{Tti.) 
SOT4TO 
Ioyeory uuor 
OT Jeanoouepj | Sodtuut" LOSPUT A UuoUTTWeH | Oo4JUO ZO], @2HE1140 Teorquoyy daegony quteg Xe FTT eH Ieot 
TeqOL 


SL IL AOL LT ET TC TCE LEO A Se tt 


SV6T=$S76T SVAVNVO *‘SHLLIO WALVTHO NUL AG *ONTUNLOVAONVi 
KINO ONIUHAOD SLYSSV IVOISAHd FIGVUNG NI INGWIGSUANI - °2T FIGVL iruvigins 


« 
i 
¢ . 


wByatis 
VAAN Wey ho one . 
Duta 


ow 
Da 


W 


<p peal Pom eee nied 


f fi * 1 e 

ee me Se ree ert + 
e ; 

if ' 


Ho meta give: Bette hs ee ESE ROR oo 


s 
s 
i 
4 
‘ 
4 . hi Crm 'é 
* } ee a + ¢ a 
ae \ f } Ne ey aes 
é » y. 
. 
i 
f \ 
5 $ 
ese pol 
Be We i 
‘ia ! 
} 
: = 
: : 
| oe, 
ie . + ; 
‘ | ty q t ' ee bar a A 
ay “rat ae “ ‘ 
i j yey ’ Paty 
t : 
: ig 
+ < 
* , . % xy 
ae: te . . 
$ Ee ¥ ms - S 
aay x pS 
; eee «\ we ss 
i : ee ieee 
4 ; a = & ie 8 \ 
i aA Py + v : oy iy ae -U 
’ F } ; 
NY ae ue : iy! 
R , % % f 
' t ‘ "ayy ¥ oe hee i 
} D ‘ , . ae 
ae J x pee 
. i a ¥ : 
g oe % F : : 
: t pee as 
i ie s perenne es si ee erm pdipetaiie = Moree © 
- i, 7 ties ) e 
: (vag “hea | we * 
y 5 : « fe c ’ 4 
5 8 t y t Fad ye ¥ : [: : 7 
i Dia. Sto a ey € . 
: P rE b ; ; 
{ ie es 
’ a Ft rs ' 
m Soe tee Cre) ve ae ay 
ard ; eae <tiea ninabbiiahettiiee. j Ae ; 
i 1 : | 
\ b. , : 
ad ‘ 
: i i ane  « of i s | a 
at Sar te) a im t + 1 , 
¥ & 4 . ae > z 
A ae CS ue a ms ; . 
i Se we ace ue - Es 5 hat 
: \ ; 
y : } ] 
P ' / . ' i af i 
s “2 ! R a > 
’ f j } é a0 el Bs y- eee 
is “ Dat a ¢ 
‘ { ' ta Saeed avn 4 | ert <p mene 1 em Dron AN te My nS 
E ; i ‘ j 
‘ 5 4 : 
‘ { B = ‘ ; : ~ | 
+ mie! ot 2 - : ee | é i Pe ; ' te Pee) Wee tt Wee: 
; Ae Je a a. Chie U rm «2 a # Pee, ae > 
7 fo i * as an es ie: x : * ari Cu 
” wis : ey a pry? Len ha ry ah aa 
t : i, 4 i 
fe ms i } te / . 
: : fey fe. ja . 
3 < ga hs, Shaye os yor - a . 
ty . | i" tar Mere hones _ 2 
Bash i z 
: fh : 
* 
\ ‘ sa: ‘ sie e oh 
" y fans ; a 
ae. 2 : 4 oy ¥ i 
a o * * ” 
i a Mate Rat ted a 
; an ; SS Nat ae Mut 
. + oe ney 
ae t- 
ioe gs gs eee ees tees aca ction 
4 5 e , Wie atihel Ae, Shh fn gy — tebe ett imes nlnth tabetha qeorebeee 
i } y et : rl 
¥ 21 +2 ” r 
eee Ae & 
, > | Te Bane ifs Pog Ter 
+ ' ay oa 1% a 2 Y ' 
at as oy a “pe * t. a q ae a o, £ 
‘ " > a M ah * wy 5 i 4, 


ia a ul 


a 
+O | 


- 140 « 


SUMMARY TABIE 13, ~ DVESTIBUT I PLATT, Bd 
DEPRECIATIO’ AID STTLAR BUSTEESS C 
SEIECTED YEARS, 1929-1947. 

(® Mil.) 
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1929 1,107 677 e° £50 
1933 221 500 #279 
1939 294, | 5&2 - 28 
1945 S55 785 + 80 
1946 Ly S21 845 Fae 
L947 a yOhA 928 + 1,4 
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Source: National. Accounts, Dominion Bureau of Statistics, 
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nt in Inventories 
Inventories can be regarded as the stock of goods present in the economy 
at any point of time, consisting of a great variety of goods in various stages of 
manufacture or in distributive channels, At one end an inflow of new goods is 
continually being added from domestic output and imports, while at the other end 
a continual outflow of goods occurs to consumers and ether douestic purchasers, 
and to foreign buyers. The size of inventories depends on a great many complex 
and interacting factors, One factor is business policy = a desire to adjust 
inventories to expected changes in sales and supply, or perhans to speculate 
with inventories in expectation of profits from price changes, At times the 
adoption of more effective control methods will bring about a reduction of 
inventory holdings still compatible with efficient business operations, Sometimes 
changes in inventory holdings are completely unplanned, arising from factors not 
foreseen by businessmen, An interruption in the regular supply may cone about, 
and this occurs most frequently in industries dependent on agricultural output « 
fresh, frozen and canned foods and meats, the grain trade, etc, Interruptions 
in supply may also occur because of strikes or other factors. Unforeseen changes 
in sales, in either direction or magnitude may occur, The net results of these 
ot 


interacting factors, output, sales and deliberate inventory policy, appear as 


chances in the size of inventories held, 
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Agricultural inventories are greatly affected by the weatner, particu- 
larly in the case of grains. Before the wer, when favourable weather brought large 
crops, substantial inventories of grain had to be held when world demand was insuf- 
ficient to absorb Canada's surplus and exports were at low levels, At the start of 
the war, for example, Canada had a substantial carry-over of grains. Comparatively 
large grain inventories continued until L942, both on farms and in commercial 
channels, as large crops and the diversion of ocean transport to war purposes led 
to a piling up of grain stocks from ocean terminals right back to the farms, These 
Stocks have now been largely liquidated by sales to the United States, Great 
Britain and the warsdevastated countries of Europe. The volume of grain inventories 
on farms and in commercial channels is currently lower than before the war, 

Fluctuations in inventories of livestock before the war were not as sub-« 
stantial as those in grain inventories. Since the end of the war, however, the 
number of livestock held on farms has declined more noticeably, Comparatively 
high vrices for meats have encouraged sales and more recently the large increases 
in prices of coarse grains used for feeding purposes have made livestock relatively 
less remunerative, The number of hogs in particular has decreased with reduced 
emphasis on bacon for export, The number of horses has continued to fall, although 
this is more a long-term development arising from increased mechanization of 
agriculture, As a result livestock on farms has been declining continuously since 
the end of 1944 (see Summary Table 14), 


SUMMARY TABLE 1, + INVESTMENT IN INVENTORIES 4S REFIECTED BY THE CURRENT 
VALUE OF PHYSICAL CHANGE, CAIIADA, SELECTED YEARS, 1929-1947 
‘hae 5 ual.) 
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Year Non Grain in Total 
Agricultural {Commercial Grain on |Live Stock | Sub« Tnven= 
| Inventories (1) | Channels ‘art Total tories 
1929 , Fe 7 oe | ; ~ LL +) ao 
L933 ~ 73 ) 2 aca : no - 
1939 ace | * 127 +. + 364 
1945 +. 326 | 22 ~ 238 ~ 324 
1945 T° ioe ; = 46 fel)  % OEP 
194.7 + 391 | + 22 ~ 100 | + 333 
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Source: Same as Summary Table 2, The estimates of non-agricultural inventory 
increases for 1939 and prior years show in Public Investment and 
Capital Formation were revised in the light of more recent information 
on beck values anc on methods of inventory costing, 

(1) Includes agricultural inventories held by manufacturing enterprises, 
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In the nonsagricultural busincss inventories sector there have been 
considerable increases in the value of inventorics held since the ence of the 
ware towever, most of this increase in the last three years arose from the 
accounting procedure followed by the majority of firms in a period of rising 
prices. Only a small proportion of the net change in value of inventory 
holdings iias meant any actual increase in the volume of business inventories 
and represents investment in inventories as used in this report. (1) On this 
basis non-agricultural business inventorics increased more rapidly since the 
end of 1944 than they rose in the late 'tyentics. The most rapid increase 
occurred in the first full post-war year, with inventories continuing to 
increase in 1947 but at a slower rate, and the same trend appears to be 
continuing in 1948. Currently inventories are still low in some lines and con- 
Sidcred insufficient for efficient business operations. (2) In some lines =< they 


are in the minority - surpluses have occurred and busincss has enéeavoured to 

(1) Accounting procedure in valuing inventorics has an important effect on the 
value of inventories reported on a firm's balance sheet and on the estimates 
of net profit. Accounting procedure aims at providing a generally under- 
Stood and accepted estimate of income which will permit comparisons with 
accounting statements for other years and vill serve as a basis for 
computing taxes. This requires followin; certain eccounting principles or 
conventions which meet this aim and are acceptable for taxation anc other 
purposes. In regard to inventories, this approach usually takes the form of 
valuing inventories at cost or market, whichever is the lover. Although 
there is a variety of accounting methods of arriving at cost, they all 
involve the use of accounting records on historic or actual costs of 
purcnase or manufacture for the goods held in stock at the firm's fiscal 
year end. Ina period of rising prices most of the methods commonly in 
use lead to a higher valuation per unit at the end of the accounting period 
than at the beginning, as lover cost items arc replaced by higher costs for 
identical goods in the normal process of selling the goods out of stock. 
An example can be given tec illustrate this. Suppose a firm holes 100 units 
of any particular goods at the beginnin, of the year, which have cost §3 
each, and holds 110 units of the identical goods at the end of the year, 
but higher costs of purchase and manufacture have inercased the accounting 
cost up to $4. The bock value at the end of the period will be $440 (110 
units at $4 each) while the book value at the beginning was only $300 (100 
units at $3 each). However, there has only been an increase in the 
physical quantity of 10 units, with an average cost over the period of 
$3.50. The current value of the physical change is only $35, ‘hile $105 is 
the "capital gain" on inventories arising only from traditional accounting 
practice in a period of rising prices. For certain types of economic 
analysis it is desirable to work with the current value of the physical 
chanze in inventories. For oxamplin, in assessing the amount of resources 
devoted to inventory accumulation, it is desirable to have some information 
on the current value of the physical change in inventory holdings. The 
information neccessary to make a completely satisfactory estimate along 
these lines for business inventories is not yet adcquate, but preliminary 
and exploratory estimates are included in this report to permit some 
general impression of the magnitude of this item. The method used here 
follows that described in Public Investment and Capital Formation, op. cit, 
poe 108-109. 

(2) In some instance inadequate inventories simply mean a loss of business. 
For example, in the corrugated box field, competition in 1948 has become so 
intense that two days! delivery is insisted upon. In most instances, un- 
less two day delivery dates can be met, purchasers will try other sources 
of supply. 
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curtail inventorics. Such commodities inelude some consumer g00ds, Gege boots and 
shoes, rubber gocds and radios, (1) basic matcrials, eg. certain types of lumber 
in the Maritimes, builcing materials, c.g. roofing and insulating matcrials, and 
capital goods, e.g. certain types cf machine tools. In general, the trend of 
non-agricvltural business inventory accumulation continues in an upward direction, 
although most of the carly post-war momontum has disappeared. 

The element of inventory speculation, usually an important factor in 
a period of rapidly rising business activity and prices, appears to have been a 
less important factor(2) than had been anticipated at war's end, when the course 
of decontrol was charted. Where inventories have been built up in substantial 
quantities in certain lines of scft consuner goods, they have been considered by 
the business community as part of the necessary process associated with output 
catching up with current sales, rather than a deliberate policy of withholding 
goods until they could be sold at higher priccs.a Generally, businessmen have 
been cautious in formulating an inventory policy end have tried to avoid large 
stocks to guard against loss in case of future declines of sales or prices (see 


Section V). 


ee eT es On 
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(1) During 1948, when scareitics continued to exist in a large number of fields, 
the supply-demand position of radios has become the standard working example 
of what might happen to other industries if their output is not adequately 
adjustcd, or cannot be adjusted readily, to meet increasing competition and 
e change in the demand situation. Radic manufacturers eomment on the 
woes of the industry that there is little doubt that the Canadian radio 
incustry can now produce more than the Canadian market can absorb. 
Competition had become keen, and price-cutting had started. Some manufac- 
turers were reportedly dumping their products on the markct. 

(2) Report of the Special Committee on Prices, Ottawa, June 25, 1948, 

Pps 3951-3953. 
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Gross Domestic Investment 

As significant as the increase of inventorics in the non- 
agricultural business sector has been in the first full post-war year, 
it represented a considerably smaller demand on Canada's resources than 
capital expenditures by business enterprise. The current value of the 
physical change in nonsagricultural inventories in 1946 amounted to 4434 
million, half the size of the total business investment in durable physical 
assets in the same year. In 1947, as capital expenditures by business 
increased but the rate of inventory accumulation declined, investment in 
inventories amounted to about one-quarter the business outlay on new 
conmtrubt ier and purchases of machinery and equipment. In spite of the 
relatively small drain on resources, inventory accumulation was an 
important factor in achieving more effective working of the economic 
system (see page 147). In absolute terms noneagricultural business inventory 
accumulation was much more significant than it had been in any single year 
in either the 'twenties or the 'thirties. 

Since agricultural inventories declined substantially in 1945, 
only partially offset by increases in non-agricultural business inventories, 
the change in total inventories in this year shows a negative figure. This 
means disinvestment in inventory holdings. The result of combining invest- 
ment (or disinvestment) in inventories and investment in durable physical 
assets yields gross domestic investment. This broad economic flow shows 
much greater variations between some years (see Summary Table 15) than 
investment in durable physical assets alone. This observation is of 
particular significance for the years 1945 and 1946. Iocoking at gross 
domestic investment as a whole, the data emphasize the fact that the demand 
on Canada's resources in 1946 was not expanding gradually as investment in 
durable physical assets data would suggest, but more abruptly. In the light 
of this it appears that had price controls not been continued throughout 
1946 Canada would have experienced more excessive price rises than have 


occurred (see Section III). 
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(1) The differences that exist betveen private and public investment are 


SULMARY TABLE 15, = GROSS DOMESTIC INVESTLE} WT, 
CAIADA, 1945~1947 


Your le eek “= Investment in Gross Domestic 
Physical Assets Inventories Investment 
| eel a ee Nae ~~ =e site Mice -_— LEE AEE EAE BE _—_ ewe see a oe 

$ Mill, 

1946 1,620 + 347 1,967 

1947 R999 + o Bie ato il Ag tde 
Per cent 

1945 1093 ~ 39.3 100.0 

1946 82.4 17 {6 100.0 

1947 5.5 _ 11.5 100.0 
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Investment and Exports 


It has become quite a commonplace statement to say that Canada is one ef 
the largest trading nations of the world and her prosperity is greatly dependent 
on the volume of her exports, What is not so generally realized is that Canadian 
prosperity rests on many pillars, of which exports is only one, although an 
important one, Investment is another pillar of prosperity, which in some respects 
is even less secure than exports, This may appear at first glance a surprising 
observation, for the volume of exnorts is largely determined by decisions made 
abroad while the volume of domestic investment is to a great extent determined by 
decisions made at home. But the observation is supported by historical records 
of Canadian economic fluctuations. 

Investment in durable plysical assets declined in 1933 to one~quarter 
the capital expenditures made in 1929 (2) , Exports declined in the same period 
only to heatae €) (see Summary Table 16 ), Compared with these rather substantial 
declines other types of expenditures, particularly personal expenditures on 


consumer goods and services and Government expenditures on goods and services 


other than investment, declined less rapidly, with the result that gross national 


expenditure, the sum of all economic flows, declined by 1933 to only two-thirds 


of the 1929 level, The early part of the ‘thirties has vivid memories for many 
people as a time of low incomes and large-scale unemployment resulting in a 


considerable lowering of the standard of living of the Canadian people, As eon= 


‘ditions improved somewhat in the latter part of the 'thirties, the levels of both 
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much less marked than the differences between total investment and 
exports. 
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investment and exports rose, but by 1939 they were still below the achievements 
of the late ‘twenties, Then the war came, with distorted demands for Canadian 
resources, It was not until the end of the war in 1945 that both investment 
and exports for peacetime purposes continued their upward swing interrupted by 
the outbreak of the war, Currently exvorts are in value terms about one and 
three-quarter times higher than in 1939, but investment is almost three times 
greater. Gross national exvenditure increased about as 2uch as changes in the 
level of exports (see Summary Table 16), 

SUMMARY TABLE 16, - INDICES OF INVESTMENT IN DURABLE 

PHYSICAL ASSETS, EXPCRTS CF GOCDS AND SERVICES AND 


GROSS NATICNAL EXPENDITURE, CANADA, 
ELECTED YEARS, 1929-1946, 


Investment in Durable 


Year Physical Assets Exnorts of Goods| Gross National 
Private Public Total and Services Expenditure 
1929 176 165 112 106 
1933 afl 43 57 62 
1339 100 100 100 100 
1945 144 144 26 210 
1946 222 203 220 212 
1947 330 301 249 239 
1948 396 374 269 269 


Source: Compilation based on estimates for columns 2 - 4 by Zeonomic 
Research Branch, Devartment of Reconstruction and Suvnly, 
estimates for columns 5 and 6 from the National Accounts, 
published by the Dominion Bureau of Statistics, 

There is another set of data which illustrates vividly that the 
fluctuations of investment are much larger than fluctuations of any other 
broad component of gross national expenditure, including exoorts., Investment 
and exports both make demands on the supply of goods and services available in 
Canada each year. The supply of these goods is largely determined by what 
is being vroduced in Canada or brought into the country from abroad in any one 


year, and what is being carried over from the previous year. Or, to nut it in 


terms of the National Accounts, gross sunvly of goods and services is gross 


national product or gross national exnenditure plus imvorts of goods and services, 


The question is: Have the demands of investment and exnorts on the total suvvly 
of goods and services available in Canada varied over the years? For most years 
the provortion of export cemand has not varied significantly relative to gross 
national expenditure, and remained within a range of 24 to 27 per cent, In 

some years the proportion was much higher, e.g. 1945, a partial war year (30 per 


cent). Compared with this comparatively stable ratio the vroportion of investment 
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to gross national expenditures shows a more erratic behavieur; from 18 per cent 


in 1929 down to 6 per cent in 1933, up to 10 per cent in 1939, and up further 


to 17 per cent in 1948 (see Summary Table 17). 


SUMMARY TABLE 17, - INVESTMENT IN PLANT, EQUIPMENT AND 
HOUSING AND EXPORTS CF GOCDS AND SERVICES AS A PRO- 
PORTION OF GROSS NATIONAL EXPENDITURE, CANADA 
SELECTED YEARS, 1929 ~ 1948, 


| Investment in Plant, Exports of Goods Gross National 
Year Equipment and and Services Expenditure 
Housing 


Per cent Per cent | & Bill, 


1929 o7 
1933 ou 
1939 10 26 
1945 | 7 | 30 
1946 11 27 
1947 15 | 27 
1948 | 17 26 


Source: Compilation based on estimates from the National Accounts, 
published by the Dominion Bureau of Statistics. 


These data support the conclusions: (1) that exports have varied 
considerably in absolute terms but that the demand for domestic supply of goods 
and services has remained a relatively stable provortion of gross national 
product and (2) that investment has varied even more widely than exvorts in 
absolute terms, and the demand on domestic supplies has been a less stable 
proportion. The evidence supports the contention that ~ at least in.the past ~ 
investment has been a more volatile factor than exvorts. In the light of this 
historical record the general complaint that low levels of employment and income 
in Canada are largely associated with a low volume of exvorts should be sup- 
plemented by consideration of domestic investment and other factors. 


Investment and Consumer Exnenditure 


As a basis for appraising the allocation of the resources of the 
economy between alternative uses in 1948, with a commarable pre-war boom year, 
available data are brought together in Summary Tables 1 and 19. Because of 
the general nature of the inquiry and the varying quality of available statis- 
tics this long run comparison can be conducted in approximate terms only. 


The available data bring out the following two points: 
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SULMARY TLBLU:18, - INDICES OF IV “Tim IN DURABL) PHYSICAL 
AGSETS, PERSONAL SRPED I nul. 23 OF SON ULE coon” AND SRVICES, 
COVEN? SAPSUDTURTS C8 GOCLS AND S$ RVIGS OTTR “EAN 


LVSsTLoour AD THPORTS OF GOODE AID SARVICES, CAMADA, 
Biot BAY, Yishaw ’ 1929- 1945 
ii nan ciate cor Abide dae ST aE: - SONNE ND acter esa OE Tri Si ae wena ese Ao 
‘ Investment in Personal Government Uresérbe of 
Year Dureble | Uxpencitures on Expenaitures on |Goods and 
Physical Assets | Consumer Goods Goors and Services! Services 
| anc. Services | Other than In- 
aaa an AIN Nata lect npenscercasedbstwnsmaps sini iid ddcoee sok mick ee Ue Ne 
1929 165 Li4 95 146 
1933 43 fe, 79 62 
1939 100 LOO LOO 100 
1945 144 150 616 218 
1946 203 205 28 216 
1947 BOL 230 203 a71 
1948 37h, Pie 222 Ark 


Sources 


Compilation based on estimates for column 2 by Economic Research 


Branch, Department of Reconstruction end Sup ply, and remaining 
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rronortion of Gross Supply 
of Goods and Services 
cease one alia LLL Te ee re 2% cen t Ar Oe Ri aa a re ee . a . ao ara 
Year Plant Personal _ Governnent ixports | Gross 
Bquioment | Inventories | Exmenditures | Exnenlitures | of Goods Supply . 
and on Consumer | on Goods and and ef Goods 
Housing Goods and vervices services and 
Services Services(1) 
(nadie aoecaencunt els Hades a eR ee eee MEM OMM eS BER 
1929 14 0 56 9 ca) Te9 
1933 5 - 2 66 12 LY Via? 
p2999 S ¢ 5 56 10 eA) 0.9 
1945 6 - 2 47 po 24, 14.6 
1946 9 . Dt, ie Re 14.7 
1947 12 + 5 53 9g al 27.0 
1945 14 44 D2 9 a, 18,7 
Source: Same as Sumnary Table 17, 
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1. The most stable economic flow in the last twenty years + if the 
war years are excluded - was Government expenditures on goods and services 
other than investment. Personal expenditures on goods and services were a 
close second. Imports and exports of goods and services fluctuated more 
substantially than the two first-mentioned components, but investment 
fluctuated even more violently than any of the other groups. 

ae In 1948 personal expenditures on consumer goods and services 
abserbed 52 per cent, as compared with 56 per cent in 1929, of the gross 
supply of goods and services, i.e. gross national product and imports. (2) 
However, allowing for price changes, which have been smaller in this secter 
than in most other sectors, this proportion is raised for 1948 to 57 or 58 
per cent, suggesting that the consumer is relatively better off in 1948 than 
he was in 1929, In the investment field the situation is reversed. In 
current dollar terms, plant, equipment and housing expenditures made up 
14 per cent of the gross supply of goeds and services, in both 1929 and 1948, 
But allowing for price changes, which were more rapid in this sector than in 
any other, the ratio for 1948 is reduced to 12 per cent, indicating that 
Canada is devoting a smaller proportion of her resources to investment in 
this year than in the previous peacetime peak of 1929. 

Investment and the Level of Employment and Income 

In 1948, with investment in absolute terms at its highest level in 
Canada's history, employment and income had also reached record heights, 
Corresponding with this development the standard of living of the average 
Canadian as measured by consumer expenditures on a per capita basis was 
higher than ever before (see pe. 25 ). This is not to suggest that 
Canada has high levels of employment and income because investment is high. 
The point is to emphasize the contributiren that investment makes to levels 
of employment and income, rather than to refer to the causal relationship 
between one component and the aggregate of economic activity. The appraisal 
suggested above can be simplified by examining the role of investment and 


the course of total economic activity at two different points of time at 


en ne Tae Sat sepeAeimsvcasennieaelenapyiunpsnasusamnavesniinsanunonsnujiian 


(1) All 1948 figures are preliminary, and changes of 2 or 3 per cent in 
either direction are within the realm of possibility. The conclusions 
reached here remain therefore tentative until firmer figures become 
available later in 1949, 
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which full, or almost full use of available resources has been made. The 
comparisons are tuerefore made below betvcen 1929, the last year of peace= 
time full employment of resources, and 1948, the veal year of economic 


activity since the end of Jorld Var II, Th 


O 


conclusions can be regarded 
as tentative #nly, for several reasons: 

Conditions leadin; to high levels of employment and income in 1929 
differ from those of 1948. To mention orly a few outstancing instances: 
(a) a large backlog of unfillec neods led to the high activity in 1948, 
but in 1929 ten years had passed since jorld War I, in which a large vart 
of the backlog resulting from deferrec demand during the war had disappeareds 
(b) apid rises of »rices between 1946 and 1948 corresponded more to the 
developments between 1919 and spring of 1921 than to the period of slower 
moving prices of 1927 to 19293 (c) absence of speculetive emotionalism 
in the post-var boom period of 1946-1948 as compared with the rapidly rising 
stock market during 1927+1929, 

Bet-reen 1929 and 1945 Canada's population increased from 10 million 
to 13 million (see Sumsary Table 20) her lebour force rose from almost 
A million to over 5 million, enc ner non-agricultural employment from 246 
million to 3.7 million. In the same »eriod gross national expenditure 
increased by over 150 ner cent or almost doubled in real terms, Part 
of the expanded outsut of the nation tras due to increase in the labour force, 
part due to changes in living habits, For example, a tioman who might have 
worked at home in 1929 -tith no effect on the gross national product as 
currently defined, might be working in a store in 1948. By doing so she 
would contribute to gross national :roduct in several ways - first through 
the value of her ovm services, and second by the fact that her washing may 
now be cone by a launcry, her coo’sin; done by a restaurant, and her clothing 
made at a factory. Another factor which woulc contribute to an increase in 
the gross national producs sould be an indusvrial shift of the la»sour force, 
with workers moving from incustrics "1th lo-er out ver man to industries 
with hizher outzut per man, However, the lergest portion of the increase 
that has occurred vrouid be cue to a rise in pro uctivity, as a result of 
the added skills acruirec by both manavement anc vor':ers anc the high rate 

; 


of cavitel accumulation that occurred in the 'trenties anc was resumed in 


the 'forties (see Section IV), 
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SUMMARY TABLE 20, = POPULATION AND COMPONENTS OF GROSS NATIONAL 
EXPENDITURE, CANADA, 1929 AND 1948 
(All value firures in 3 billion) 


4 Increase Percent 
Item 1929 1948 Value figures in 


Current | Constant 


=e Dollars Dollars 

Population + Million 10,0 ae) 28 
Gross National Expenditure 6,0 Lak 153 
Investment in Durable Physical | | 

Assets 13 | 50 127 
Personal Expenditure on Consumer | 

Goods and Services Lgl | 9.8 122 
Exports of Goods and Services 1.6 | Je¥ 139 


i 
(abe mit es sien ee com ee meen te 


meee 
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Source: For estimates of value firures in current dollars, see Summary Table 18, 
Estimates in constant dollars are first aporoximations by Economic 
Research Branch, Department of Reconstruction and Supply. Population 
estimates by courtesy, Dominion Bureau of Statistics, 


(1) The main reason for the increase in the volume of gross national expenditure 
- being larger than that of the components shown above is the decline in the 
volume of imports resulting in a larger domestically-produced output, 
The type of investment has also changed since 1929, In the 'tyenties 
the emphasis in Canada was still on an extensive opening up of the country, and a 
large part of the investment program went into expandinr the national transportation 
system, particularly throush an increase of the railway mileage and through making 
mining country accessible, Investment of a similar type included larse supplies of 
equipment to settlers in the west and the extension of electrical and telephone 
facilities to both city and rural dwellers, In 1929, 27 per cent of the total 
investment program went into utilities, 18 per cent for agriculture and other primary 
industries, and only 21 per cent for manufacturing, commercial, merchandising and 
service type of business, The situation had changed by 1948, when only 18 per cent 
was for utilities, 14 per cent for primary industries, but 31 per cent for 
manufacturing and other types of business investment (see Summary Table 21), The 
type of utilities expanding had also changed in this period, In 1929 the major 
utility capital expansion was for electrical and steam railways, whble in 1948 a 
higher proportion was for hydro development (see Summary Table 22), The latter 
would be a companion process of intensive expansion through rapid growth of 
manufacturing industry rather than a continued opening up of the country in an 


extensive sense, as occurred in the earlier part of the twentieth century, 
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SUMUARY TABLE 21. - PROPORTION OF COMPONENTS OF 
INVESTMENT IN DURABLE PHYSICAL ASSETS, CANADA, 1929 and 1948 


a i a i a a ac a RT ee ee 


Age9 1942 
Component Per cent Per cent 

Utilities 27 18 
Primary Industry 18 14 
Manufacturing, Commercial, 
Merchandising and Services PL 41 
Institutions, Housing and 
Direct Government 34 37 

Total Investment 100 100 


Source: Same as Summary Table 2, 


SUMMARY TABLE 22, - COMPCNENTS OF INVESTMENT IN DURABLE PHYSICAL ASSETS, 
CANADA, 1929 and 194 
($ million) 


1929 1948 Change 
Component Per cent 
Electrical and Steam Railways 166 ~ 23 
Electric Light and Power 204 + 168 
Telephone 106 2336 
Other Utilities 52 +e1% 
Total Utilities hes > 
Primary Industry 432 | + By 
wanufacturing, Commercial, Merchan- 
aising and Services 913 * 250 
Total Business Lyor3 gti BE 
Institutions, Housing and 
Direct Government 1 35 + 149 
Total Investment 1,316 2,94 + 127 


Source: Same as Summary Table 2. 


Increases in output in the twenty-year period reviewed here have 
meant not only more goods and services for home consumption but also a larger 
volume which Canadians want to export in return for geods and services from 
other countries. The latter factor accounts for the increasing role of Canada 
as a world trading nation, To an important degree this development depended 
on the rate of Canadian capital formation, This exvansion has taken vlace, 


though it has occurred by fits and starts. 
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Whenever the rocess of capital expansion :as interr::tec, this veriod 
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levels of low income and em>loyment, “Thenever the trend 
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coincided wi 
was resumed in 2n upware direction, prosperity provailed. Increasing 
importance has been attached in Canaca in the last decade or so to the role 
of investment as a factor contributing to ch-nzes in the level of employment 
and income (see Section VI). So far little has been Gone to reconcile the 
divergent interests betveen the immeciate employment and income giving 
effects of investment and the production and service effects of investment 
(see Section IV), The former may counsel increasing investment then a 
decline of economic activity is in sight, the lattor may require a slowing 
Gown of capitel expenditures even if excessive demand makes increased 
production desirable (sec Section VI), 
Comparison iith United States 

Reasonably comparable data are available for non-government in- 
vestment in durable physical assets in Canuda and the United Statos, and 
the role which this component plays as a part of total output in each of 


. 


the tvo countries, Of severel observations that can be made, two stand 


out: 

(1) Durin; the last tyo decades Canade has devoted a larger pro- 
portion of her resources for investment in accregate thin the United 
States (see Summary Table 23), 

(2) In the last two years Canada has been expanding her manufacturing 
incustry at a rate 20 per cent higher than the United States, while in th 
‘thirties Canadian industry - hit more severely than American incustry 
Decause of the smallness of the domestic market and lack of initiative + 
had been making proportionately smaller ca :itel expenditures than its 
counterpart in the United States. In housing Canada is also spending 
currently more than her neighbour to the south, a reversal of the position 
of the late !thirtics (se e Sumnary Table 24), 

Looking broadly at the investment - national output relationshir 
in the two countries, it is not surprisin; to find that Canada is devoting 
a larger portion of her resources to investment than the United States, 

The United States is the most incustrialized netion of the vorld and her 
people enjoy the highest standard of livinz, It is only natural that 


Canadians, whose country is richly endowed vith netural resources but whose 


popul.tion is much smaller than that of the United States - approximately 
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fuss across the border, to catch up in terms of productive efficiency 
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and standard of living. Hence, wherever circumstances permit, more inl J 
is being spent on investment in manufacturing and housing, end these ex» i 
| pencitures have been, and are, paying off, as is suecested in Section IV. ; rs 
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II. SUPPLY OF AND DEMAND FOR RESOURCES 

How have Canadian business and labour responded to the urgent 
post-war demands for a large volume of capital goods? The answer is grati- 
fying indeed, Industrial capacity and production increased at a rate in 
many fields unsurpassed by past accomplishments, Many new products have 
been added te the list of capital goods now produced in Canada which were 
formerly imported, 

How important have imports of capital goods, and component parts 
and materials been in easing the Canadian shortage of machinery and equipment 
in the post-war period? Canada's proximity and access to the vast industrial 
potential of the United States was an important factor in securing scarce 
supplies. The large volume of imports from the United States made possible 
the accomplishment of the large investment program carried out from 1945 to 
1947, Although imports of machinery and equipment, on the whole, levelled 
off in 1948, with declines in seme items, the expansion of Canada's own 
capital goods industries, which commenced with the end of the war, began 
to pay off. The large volume of investment that is being accomplished in 
1$48 will, to a considerable extent, be the result of greater domestio 
capital goods production. Thus, were it not for the large volume of imported 
capital goods available from the United States, and rapidly expanding Canadian 
production of these goods, the costs of capital goods = in the absence of an 
elaborate system of controls - could easily have been 50 per cent higher than 
they are today, with all of the consequent effects on the general level of 
prices. 

The degree of inflation which Canada experiences today should, 
therefore, be considered in relation to the price advances that might have 
occurred. Seen in proper perspective, Canada's investment program could 
have been a much greater inflationary factor but for a series of fortunate 
circumstances discussed below, 

Investment Demand at the End of World War II 

When hostilities ended in 1945 Canada had accumulated a large 
volume of investment projects. The barriers of wartime needs and controls 
had only to be removed to let loose this avalanche of orders for capital 
goods serving peacetime purposes. The accumulated backlog of capital and 


maintenance expenditures was mainly the result of two factors: (a) the lack 
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of replacement, modernization and expansion of the capital structure during 
the depressed 'thirties, and (b) the low volume of investment for purely 
civilian purposes during the war, which in many industries aggravated the 
condition of a capital structure already weakened from previous under- 
maintenance, 

In the 'thirties, investment in durable physical assets was about 
two-thirds of what it had been in the ‘twenties. In 1933 the volume of 
investment in manufacturing was down to about 25 per cent of the level in 
1929. By 1937, when there had been some recovery in manufacturing, invest- 
ment was up to only 63 per cent of the 1929 level. Similar declines occurred 
in utility investment and housing construction. In these fields the volume 
of investment dropped to 17 and 37 per cent respectively by 1933, and 
recovered only to the extent of 43 and 68 per cent by 1937. But while the 
volume of investment dropped sharply, other parts of the Canadian economy 
did not stand still. Population increased by a million in the ‘thirties. 

The process of urbanization, though retarded because of large-scale unemploy~= 
ment, continued. New inventions were made, new industrial techniques were 
develeped and new processes were introduced, 

When eoonomic conditions and business prospects improved towards 
the end of the "thirties, the outbreak of the war interfered with the carrying 
out of investment plans that had accumulated. Canada's war effort during the 
period from 1939 to 1945 necessitated the diversion of a large segment of the 
productive capacity of the country to turning out materials and equipment for 
her own armed forces and those of allied nations, Little building material 
and fewer workers could be spared to meet the need for civilian plant and 
equipment and other types of facilities. The large-scale investment program 
that was called for had to await the conclusion of the war. 

How important a claim on Canada's industrial resources was made by 
military demands is illustrated by the following figures: employment in war 
industries, which was abqut 100,000 at the beginning of the war, reached a 
peak of 1,166,000 persons by Oetober, 1943. In 1943 and 1944, two-fifths of 
Canada's gross national product of $11,1 billion and $11.8 billion, respec- 


tively, was acogunted for by Government war expenditures, (1) As military 


a ne on ae a 
(1) National Accounts, Income and Expenditure, 1938-1945, Dominion Bureau 
Ottawa, 1946, p. 7. 
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events turned more favourably fer the allies during 1944, some war production 
programs were curtailed and employment in war industry tapered ie 

By that time large demands for investment projects had accumulated 
in all segments of the economy, Munitions factories had to be reconverted, 
modernized and extended. New industrial establishments were needed te add to 
existing capacity in manufacturing, mining, hydre power production,. Trans- 
portation facilities had to be replaced and increased and this applied equally 
te the railroads, shipping, truck and passenger motor vehicle transport, 
Communicat:ons equipment was far from adequate to meet new demands,. Telephone 
exchanges had to be built, additional telephone equipment had te. be secured,, 
and new communities had to be wired for service, Farm equipment, office: 
buildings, retail establishments, roads, bridges were just a few of the many 
other capital needs after the war, 

Just how large the accumulated demand actually was has never been 
determined by means of national survey.. Hawever, by piecing together evi+ 
dence available for some eet and allowing for similar deficiencies in 
other fields, some estimates of the backlog are possible,. At the end of the 
war Canada appeared to be in need of some $12 billion (in 1945 priaes) of eapital 
equipment, Approximately half of this was for business capital expansion, 
$2 1/2 billion each needed for housing and Government investment,. and another 
$1 billion to make up deficiencies in institutional ei ereuaeneeee Obviously 
such a large investment program had to be carried out over a number of years, 


Since capacity for capital expansion was limited and each year created new 


capital needs, 


(1) Manpower a and Material R Requirements for for a “Housing Program we in Canada, 
Department of Reconstruction and Supply, Ottawa, TO Aie “Tas. Re 1 orp 

(2) List _of Proposed Works for Post War _War Construction, Canadian Construction 
Association, Ottawa, 1945, pp, pp, 4 ff,.and Final Report of the Subcommittee 
on Housing and Community Planning, Advisory Committee on n Reconstruction, 
Ottawa, 1946, p, 140. 

(3) The definition of accumlated demand, frequently called "backlog," refers 
to the amount of capital exoentiberes required to:enable ance indus ~ 
try to make full and effective use of advances in technology,. make good 
under-maintenance of the 'thirties and war years, provide sufficient cap- 
ital per worker commensurate with the needs of an advancing industriale 
ized nation, and to provide all the other community facilities required te 
meet the growing needs of the Canadian population, But only a portion 
of this accumulated demand would have been immediately effective when the 
war ended, Another portion would become effective at a later date, when 
business prospects were brighter than they were in 1945, while still 
another portion would not become effective unless and until certain Govern= 
ment action had been taken, e.g. lew rental housing, If Canada had 
sufficient resources to meet all the immediately effective investment demand 
it is doubtful whether the investment program carried out in the first 
post-war year would have involved more than one-third of the accumulated 
demand, 
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The speed with which Canada's investment program could be translated 
from the idea stage into vlants, machinery and equipment, housing, roads and 
puolic buildings, depended to a large extent on the vrocess of vhysical 
reconversion, redistribution of the labour force to new tasks, the maintenance 


of industrial peace and the suoply of cavital goods from abroad, / 


Post-war Uconomic Conditions Favour 
Expansion of Canital Goods Outrut 


Strong and insistent demands backed by the large financial reserves 
of business and individuals (see Section V) set the course of vrivate invest- 
ment in the post-war period. The volume of investment actually accomplished 
Since the war was determined largely by the supply of manpower, materials 
and equipment. 

In almost all lines of capital goods and building materials, demand 
has continued to exceed supply. Consequently, the vrices of capital zoods 
were driven up sharply to about double those prevailing in 1939 and about one- 
third higher than in 1945, These price increases could be interpreted as the 
failure of domestic production and imports of foreign capital goods to increase 
rapidly. However, this is not sunvorted by the available evidence. Generally 
speaking, industrial exovansion, and the readjustment of the economy to peace- 
time pursuits, was accomplished speedily and smoothly. In this transition 
period comparatively little hardship was exnerienced bv the veterans and war 
workers who were most directly affected. ‘Some difficulties in expanding the 
supply of capital goods were encountered and reference to these is mace below, 

The dimensions of the reconversion problem are not often recognized, 
On V+ Day (May &, 1945), some 2£8%,000 nersons were emoloyed in Canada's war 
industries. On V-d Day (August 15, 1945) more than half of the neak working 
force, some 600,000 versons, was still engaged either directly or indirectly 
in war work, ‘1? Although the reconversion process had by no means been 
completed by the end of 1945, a large vart of former war producers were already 
turning out civilian goods. At the same time the realignment of the working 
force had progressed sufficiently - in spite of many difficulties presented 
by the need for occunational shifts and labour mobility - to permit increased 


output for peacetime use. 


(1) Location and Bffects of “Yartime Industrial ansion in 


ax Canada, 1939-1944, 
Department of Reconstruction and Supvly, Ottawa, November, 1945, v, 28, 
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By March, 1946, Canada had about half completed the economic 
transition from war to peace. Most of the demobilization had been accom- 
plished and firms that could switch readily to peacetime preduction had made 
the change. Reconversion of plant in manufacturing industries formerly 
engaged in war production was well advanced but far from complete. By August, 
1946, one year after V-J Day, reconversion of these industries was approashing 
the three-quarter mark, But reconversion of productive facilities was only 
one part of the effort made by manufacturing industries to gear their 
facilities for peacetime productiony Industry had prepared programs of 
modernization and expansion designed to increase efficiency, to serve better 
the domestic consumer and generally to strengthen the position of the country 
in international trade, A survey of manufacturing industries showed that no 
less than half of the firms covered were embarking en programs of modernization 
and/or expansion of their productive facilities), 

During the first year that reconversion was in progress, large 
numbers of men and women either in the armed forces or formerly employed in 
war industries had moved to the production and distribution of peacetime goods 
and services. Between June 1, 1945 and June 1, 1946, approximately 620,000 
servicemen had been discharged and 720,000 persons had been released from war 
work. In spite of the magnitude of this manpewer shift, the number of une 
employed was kept surprisingly lew, never reaching more than about 270,000 out 
of a total working force of close to 4.8 million persons. The peak level of 
transitional unemployment was reached in March, 1946. By August, as the post- 
war expansionary forces developed, unemployment had declined by 100,000(2), 

Supply and manpower shortages and management-labour disputes were 
unavoidable during the transitien. However, the reconversion and re-equipment 
of industry made rapid progress until the Autumn of 1946. By that time some 
of the large strikes that had occurred during the summer, which preceded the 
new wave of strikes in the fall, had the effect of slowing down the progress 
of industrial reconversion and expansion. As the Spring of 1947 approached 
the effects of the 1946 management-labour disputes had been largely overcome 


and the Canadian economy was once again on the road of expansion. This 
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(1) Reconversion, Modernization and Expansion, Progress and Programs in 


Selected Canadian Manufacturing Industries, 1945-1947, Department of 
Reconstruction and Supply, Ottawa, August, 1946, pp. 7-8. 
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process has continued until the oresent (end of 1948) without any serious 
interruptions comparable to those experienced in the Summer and Autumn of 
1946. As a result, physical reconversion of plants was virtually completed 
by mid-1947 and the labour force was more or less fully adjusted to its new 
tasks, The decks were clear for peak output. And this objective was reached, 
The high levels of production achieved in the investment goods 
industries during 1947 and 1948 were little affected by a new and serious 
imo bhag which came to a head in November, 1947 = the worldwide United States 
dollar shortage. Industrial expansion at home was proceeding at peak rate. 
International political and economic relations, in which Canada as a world 
trading nation has an important stake, became more difficult and hoped-for 
improvements did not materialize, Political and economic relations between 
"East" and "West" deteriorated. Because of wartime destruction and dislocation, 
the vast need for raw materials, capital goods and the vicious circle of balance 
of payments difficulties which faced most European countries,the expected 
improvement in the economic relations of the chief trading nations did not 
nutertabize, ‘4! Bad crops, political uncertainties and social unrest added 
to the effects of physical destruction and contributed to the delay in European 
recovery. Canada, at this time, was making a greater per capita contribution to 
European reconstruction than was any other country. Consequently by the Autumn 
of 1947 she was faced with a serious exchange problem, since this aid was being 
financed in part by drawing on Canada's exchange reserves, These difficulties 
were accentuated by the high level of internal prosperity which raised to 
unprecedented levels.the demand for imported consumer goods. Obviously, this 
could not go on, Canada's exchange reserves of gold and United States dollars 
reached the low level of :3480 million in November, 1947, in contrast to holdings 
of 81.7 billion in May, 1946. The exchange problem imposed new objectives of 
industrial expansion and readjustment, a second phase of the transition period, 
To aid the readjustment called for by Canada's exchange problem Parliament 


passed the Emergency Exchange Conservation Act in the Spring of 1948 (see Section 


VI). 
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(1) The pound sterling, the leading currency of the world before the war, 
remained but for the short space of a few weeks an inconvertible 
currency, a particularly hard blow for Canada, which was a net ex- 
porter to Great Britain. 


; y 


ee 


veey "Oi 
nif Yi 4ab ie 


eee oe 7 Ped lal Hise igor au ero eaten 


ee 


i a hao. Snendeme teats ate sil tba: sebtoui ape | 
al 


poise fe WER BS La tome tel 


Pl ne ES RRS cau CORT as ge Oh am Ge ee 
A bia Re aes Oe Bake CO ahi "he? 
, 
; 


mates geae "St et aur! Tee: he oie BE (GPT: | Ge pe einen: convent w 
aOW fete Keech sity ont vet ks b de Le shite Bid: jeune 
! ant Cerca brie: a Pog Ts ‘eto Te aT a ie “3% eral Pee serbian we eet bien | 


Heowidd no bteber otedode Sen Weare kiots eat Ltd hes ‘bi es 


i} ‘ H © 
Paes tecits ae te Lr eet) de Dee ho eT ey ‘fdas rae aul 


Obetnsdra ony av Madre: wanroit eet, boat aad va wt sce 1 


i) 
a aly segs tue Dy ff Pak ee era) | cigs! Ve ‘ ane e Me 
LO ey cao te se ea pee See ae bi Salo han meh S uniaiiah ane it esac 
eae RS TE CR a oe eh are ihe Ors oe eat - ee “yout ‘naa? * oxi Let nee ap 
“ ic 
OA tere ie lah aald Oe obs tal eee Petes eae Be geht to rome ond oe 
r » ty 


M 5 J erage aa FEMS Seb VE A + nt) Ret | Let Melvin eect ume Tas Ro og it eh ie Sp * cn Re Ae Pe i <siiawaal ft vxtovoneit * we 


- 


{ Ain 


Ah SEP Le ED RE Roe eee ae oe Hot ar eaoeert a oul q 


i a aA 
iti! ee ee ae Si! pecans taps say pierce ha, ee ae ee phe ‘. ic yi oC ao i 
ball 0 ia ered pats iy, gh port tere: + kta Copies ye eb al tie” bh is 
Chea ait re imi . cy Se hae ie eit ke ' ene % ae 


b+ Pei eh. etc pie i — m Thee A ERTAD peaciets ia “gh Ae ced ia sce Sa 4 
rsh: ered? ee rd ate Ah eho na ae ooh nay Ae aoe “ae booked na 


+ 


ul "ae nt be at Wig sate! seiibeen, dle Bik theton AO Mang Waa. ie if re 
SA BRD of IS Rh wr LS RY He le Ol hk ft tL ec a Se A ain bw i a ndiuditooun ten 


vi + SN ee die Sage = nef sie Fe ” Ty) . i i aie ash Bea rite reat am peaks: Nee) aX 
Bre ee eee PAeee: cages CO lay Dro iS eke PS HD hee 2G oot Oe oat a fo ri Sana hi 


ahs lhe Cape ee | + : mati kies, Go utd is €) yap 
et BAS ee ait eal) io he q a 


| 
P i i, {\ a ; 
- pene di mais ee ee, pa oe Vp saver ais 6 uty a a " ae oa Vie ae ad @ ah de aa eS ri] a 
Peet he MED TL YL oy CSI A. Grek hel be OOS re- Leaves wad ald ‘baddhot a 
: : 
: 


ue bs ey ef we ahh rea S . 
cy | } Hy LaaRad Ere ey Et eal Be) i + Oe pe 4 “oi uh tay ire Sy je gar: ina 
Meine Hood  otriclora ef ec roy ant” me i EY 
ao SS MP. MAL tote. e4aniors 6! phar’: vs rot. be eLeo 
* . ° es F + ' 
a ees 4 fy, feed To me, sae Pe bo tke @ pare : - * . " " ‘i ee 
WES Se | Ce ae, aie wares Mae Teed ~ Cees EOE <P Nh ee i ey 6 f SOS ees 


Y = 


i on tem wisi gba ean S| - 


ert pO on ER ReE wits 65 ttle 
9 0; ee wre diode aft rot wads 


¢ 


Wak peveel” Bp perp bir wis 


« 63 = 


it is against this background of rapidly changing economic con- 
ditions during the transition from war to peace that the supply - demand position 
of investment goods industries should be appraised, 

Basic Materials: Supply - Demand 
Surplus and Deficit of Basic Materials 

Basic materials may be defined as raw materials that require 
processing or further adaptation before they become finished goods, or that 
are used directly in the production of other goods. For example, sawn lumber 
requires little processing when used to build a house; iron ore, before it is 
made into nails, requires the following stages of processing and adaptatien: 
pig iron, steel ingots, steel blooms, steel billets, steel rods, steel wire, 

A distinction may be madé between basic materials and building 
materials. The latter are dealt with in detail later. With regard to basic 
materials Canada is able to achieve a balanced supply of these only by trading 
her surplus production of some for imports of others. For example while Canada 
has large surpluses of lumber, asbestos, gypsum, copper, lead, zine and nickel 
for export she depends heavily on imports of steel, coal and coke, On the other 
hand Canada is almost self-sufficient in buildins materials (see pe Te). 

Basic materials find their way into capital goods either directly, 
€.8., Steel used in the manufacture of machinery, or via the building material 
stage, e.g., steel used in the fabrication of pipes, which in turn are in- 
stalled in @ building. Basic materials, of course, have many other uses 
besides being required for the creation and maintenance of capital goods, for 
they are also the raw materials for the manufacture of nearly all consumer 
durable and semi-durable goods, from motor cars and washing machines to sooking 
utensils and toys. It is estimated that in 1939 about 25 per cent of economie 
activity depended on a steady flow of basic and building materials(1), Today, 
the proportion has increased to around 35 per cente 


Of the eleven basic materials reviewed here, in seven Canada exports 


more than she consumes at home. Exports vary from 51 per cent for lumber to 


95 per cent for gypsum (see Summary Table 25). Of the four basic materials in 
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(1) Production of Basic and Building Materials, Outlook 1947, Department of 
Reconstruction and Supply, Ottawa, 1947, p. 5. 
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which Canada is dependent on imports for a significant proportion of her 
total supply, iron ore and coal head the list. Imports of each of these 
materials are about twice current domestic production, Imports of steel 
mill forms (in orude steel equivalent) are currently approximately 36 
per cent of total domestic output, and coke about 17 per cent, 


SUMMARY TABLE 25, = EXPORTS AND IMPORTS OF SELECTED BASIC MATERIALS 
AS PROPORTION OF DOMESTIC PRODUCTION, CANADA, 1947, 


a cee 


Item Per Cent 


Surplus Materials 


Exports as Proportion of Domestic Production 


Lumb er 
Asbestos 
Gypsum(1) 
Copper(2) 
Lead(2) 
Zine(2) 
Nickel(2) 


ool petestainealadias Aematemsieieintticeeatnaithenthaadndtemmudenedenee et 


Deficit Materials 


Imports as Proportion of Domestic Production 


Iron Ore 

Crude Steel and Equivalent(3) 
Coal 

Coke(4) 


Source: See Table I in Appendix A. 
(1) Shipments plus quantities used by producers. 
(2) Primary, all forms, 
(3) Steel ingots plus the estimated ingot equivalent 
of finished and semi-finished steel mill forms. 
(4) Made from coal. 


With regard to the seven materials of which Canada has a surplus, 


production during the post-war years was far in excess of domestic demand, 


No domestic shortages would have appeared but for the fact that export prices 


were frequently more attractive than domestic prices. This tended to drain 
away the supply from the home market. Export controls continuing after the 


end of the war (see Section VI) were designed to keep sufficient quantities 


of basic materials at home to meet the most urgent domestic needs. Production 


in all these items increased substantially between 1939 and 1948 except in 


copper and lead, where the difficulties encountered were labour shortages, and 


the physical readjustment of mining operations, which include the mining of 
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low-grade ores formerly not exploited (see Summary Table 26). 


SUMMARY TABLE 26. - CHANGES IN PRODUCTION, EXPORTS AND IMPORTS OF SELECTED 
BASIC MATERIALS, CANADA, 1939-1948 
(in per cent) 


1939 to 1945 1945 to 1948(1) 1939 to 1948(1) 


Item Exports Exports 
or Production] or 
Imports(2) Imp orts(2) 


Surplus Materials 


Lumber +° 32 
Asbestos + 88 
Gypsum +. SR 
Copper(4) - 40 
Lead(4) - 44 
Zine(4) + 6 
Nickel(4) ee: 
Deficit Materials 

Iron Ore > las 
Crude Steel & 

Equivalent(5) +: 39 
Coal + 90 
Coke (made from 

Coal) -* By 


Source: See Table I in Appendix A. 

(1) Estimated. 

(2) Exports for surplus materials and imports for deficit materials. 

(3) Shipments plus quantities used by producers. 

(4) Primary, all forms. 

(5) Production figures are for steel ingots and direct steel castings and 
export and import figures cover steel ingots plus the estimated ingot 
equivalent of finished and semi-finished steel mill-forms,. 

(6) The percentage increase is not meaningful because Canadian output of 
Iron Ore was negligible in 1939 (only 124,000 tons) or about 6 per cent 
of 1948 output. 

Lumber Problem 

The output of lumber during 1946-1948 was around 5 million board 
feet, greater than production in any similar previous period. Still Canada's 
needs were not fully met, mainly because domestic users had to compete with 
foreign customers, who were consistently outbidding Canadian consumers, This 
sitvation continued even after September, 1947, when domestic price ceilings 
on lumber and lumber products were lifted. Although domestic lumber prices 
are moving up to world levels, they are still about 20 per cent lower. In 
this situation export controls had to be maintained in order to assure 
adequate supplies in Canada. The industry claims that domestic lumber prices, 


which have risen about 200 per cent since 1939, are still too lew to provide 


adequate returns on Canadian sales, It claims that Canadian prices are being 
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subsidized by foreign higher priced sales, \1) 
Coal Bottleneck 

Of the four basic materials of which Canada is a heavy importer, 
one item, coal, has been a serious bottleneck in 1946 and 1947, This situa- 
tion improved considerably in 1948, 

Domestic output of coal in 1946 and 1947 was some 15 per cent lower 
than in 1945, Among the reasons for this were? Serious management-labour 
disputes, a high rate of absenteeism, low productivity and inadequate equip- 
ment. With some of these difficulties overcome, out>out in 1948 is expected to 
be almost as darge as in 1945, As a result of increased domestic output, coal 
producers have been able to meet substantially the growing demand of Canadian 
industry - which uses about three-quarters of the total coal supplies - with- 
out increasing imports over the 1947 level, However, imports of foreign coal 
Still make up a large proportion of total Canadian supply. Further, with coal 
prices abroad rising (see Table XXII in Appendix A) and Canadian prices follow- 
ing their lead, rapidly increasing fuel costs have been a significant factor 
in the increased nl of investment goods, 

Steel Shortage 

Before the atomic bomb the second half of the nineteenth century 
and the first half of the twentieth century was called the age of steel, 

The wide use of steel in all sectors of the economy in peace and war. has made 
it a key material, An adequate supply of steel has become one of the pre- 
requisitiés to rapid iniustrialization and to the application of advanced 
production techniques, But today, and ever since the end of World War Il, our 
steel has become a major stumbling block to industrial expansion. Before the 
war Canada had what then appeared to be adequate capacity. Special types of 
steel in various stages of fabrication were imported at that time, mainly from 
the United States, the United Kingdom anc Sweden. In 1939 imports of crude steel 
amounted to 42 per cent of total domestic production, Since then output of 
basic steel has doubled in Canada and is currently 3.2 million tons a year, 
equal to the wartime peak in 1942, In spite of the significant increase in 


output of steel, which in 1948 is supplemented by steel imports of over 


2 


(1) For discussion of the lumber supply, demand and price problem, : see 
Minutes of POOR ES BES and Evidence, Royal Commission on Prices, No. 27, 
DPe 194-' =7, NOs 28, pp. 1526- ~30, and No. 30, pp. 1651-58, 
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1,1 million tons, mainly from the United States, Canada is said to be short 
of steel, estimated to vary between 400,000 and 1 million tons per year,(2) 
Canadian machinery and equipment producers have been able to obtain 

an increasing share of the available steel supplies since 1946 (see Summary 
Table 27), This has been one of the important reasons why these industries 
have been able to meet a large part of the increased demand for their products, 
But the outlook for providing adequate steel supplies, without increase in 
domestic capacity is not very encouraging at the moment. Following a recent 
understanding reached between the United States and Canadian governments, this 


country may expect a smaller volume of imports from her neighbour, (2) Canadian 


| 
| 
| 
| 


steel capacity is almost fully used, with no enlargement in capacity in 
immediate sight. In 1949 new demand on steel to provide for a military 
preparedness program will be made in an already tight situation. The most 
promising development in the steel picture is perhaps the growing realization 
by both industry and government that the situation is really a serious one 
and that some measures should be taken in the near future to improve domestic 
capacity. 

SUMMARY TABLE 27, ~ SHIPMENTS OF DOMESTICALLY PRODUCED CARBON AND ALLOY 


STEEL SHAPES TO SELECTED MACHINERY AND EQUIPMENT CONSUMING INDUSTRIE, (1) 
CANADA, 1946+1948, 


LL LT LOS NAY EY SG SRE A Ue i eens aremeteaneaeee ene 


Year Thousands of Net Tons 


pce eicsicpnedareglemnnscassome 
1946 
1947 


1948 


OY «DREN TT TENTS 


Source: See Table II in Appendix A. 


(1) Automotive, Agricultural Implements, Machinery and tools, Pressing, 
Forming and Stamping, and Railway Rolling Stock, 


pec eas tenet ep tiles rani pcstreinbcopeiigeneeehainogutbibdeinsatbiateeamtmnstediecech ade tas ctepuns 

(1) See note on the steel shortage in Canada in Appendix B, and Canada Seeks 
Steel Around World, As Defence, Industry Needs Grow, Montreal Gazette, 
October 27, 1948. 

(2) According to an announcement made by the Canadian Government on October 18, 
1948, imports of iron and steel from the United States have been limited 
to approximately 200,000 tons for the fourth quarter of 1948, This is a 
reduction of 22 per cent from the av @age quarterly for 1947 and 18 per cent 
from the average quarterly level in the first half of 1948, Press Release, 
Department of Trade and Commerce, October 18, 1948. 
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The effect of the steel shortage on the Canadian economy has been 
desenibba in the following way: In Canada the steel shortage has limited 
industrial production in general, and many industries have been operating below 
capacity. In some plants production has at times been stopped entirely. Pro- 
ductivity has been adversely affected and production costs greatly increased, 
The pressure on prices has been maintained by the resulting shortages of 
manufactured goods. At the same time rising steel prices, though restrained 
by controls and subsidies, have been a powerful lever in the general increase 
in prices. 

Limits have also been imposed on industrial development. Expansion, 
replacement and modernization of industry have at many points been delayed ar 
deferred particularly in the hydro power, petroleum and pulp and paper in- 
dustries. Consequently Canadian progress toward a more diversified and stable 
industrial structure and eventual solution of balance of payments difficulties 
has been retarded, (2) 

It is sometimes argued that the shortage of steel has limited the 
degree of inflation in Canada. The reasoning runs like this. The present 
high level of investment is one of the most inflationary: of the domestic 
pressures on the Canadian price level. At the current high level of employ- 
ment and real incomes, the demand for capital goods still continues unabated, 
The shortage of steel for construction and for the manufacture of machinery 
and equipment has been one of the main limiting factors in the investment 
boom. The situation is unique that a shortage may limit demand, but because 
certain investment projects can be deferred, particularly under current 
conditions, the shortage of steel may act as a brake on inflation by retarding 
the increase in total investment, and thereby restraining the inflationary 
pressure from this source. 

There is some plausibility in this argument, but there are certain 
other factors that require considerations. Two of these are: 
le It is possible that the amount of projects postponed because of 
shortages is not significant enough to lessen the inflationary pressure 


notably. For one thing, many investment projects cannot be deferred much 


aaa aa eed eee meee ene eee 
(1) For background information on the steel shortage and its impact on the 
various industries, see note on the steel shortage in Canada in Appendix B. 


‘waadicdy Toate ode 2 GoeTio BAR Oh): 


r vi i oy 
. a 


ov ted Sante fo” ait at So8Pto—eb 
westeesy at us bo awh infuraubat 


i hotbombonaatnady’ Sade - we », YELoRaAD 


a a ie fing aa the ¢ Ocal ® 
ie find. Yu! per naddoedey ests 


eis tan aie pind niet’ doe ttoub 


a ped! wat’ ewok sy WO: Stbaaetg eat 


+ we > 
y ee 5 rae = 4 
Nee, ae ab je ee tre koe bie Bat Rens GMT 4) Ge 
f Pee ae s % : : . 
£ aha 
mele ‘ oy eh oles a ER cheat Ss | TASS i y 
ae Ser) hese ea. SET . 
il 
a 4 M re Pea A! hy ‘Kd iad 4” 
et a aed t Payee . y . teh x ft 
deat) We. “ree Ray & cf nan oy Leh ~ 
i 
- , ‘ 
r a " hee ON Pe ages PON aN 0c By 
aa) HN TS UF ag . N tay a oy are ’ Mie ee he 
* ss ' 
fe our ‘ Le WR bea 
; ‘ ‘ : Pere ees % Ae eh 
ak faite eas 3 23 Aas iy ia my xe ree & fae a ae Serge Ho 
! es sae , aie a tay ee aD Fue i Bo pee Whe EEO RU Teo > 
~ i. fo a 2 » . § ' . : 
Ss 
' ; : : 
ME yee 5 eee ; 
Bae eer ae oo eo : py Op FL ee BS 
. hie eee oe 7% ee ype ce wy al ott! bs y 
PEs: Rei meat Pigs. tee EP; AD rks wake ya ow Le iF ager ais 9 9k nes aot ; au 
is : a ee s e i a 
mene Pb ae re. “Weis. rapt | ptt aT LUCERO AY SLO | abr: rein ET 
A SKC ae Tee a St) A he Sk Be . ’ : 
vn: Bic dy 5 
a3 i ea Sdn 
oul thot ~ 
ww) + wk 
oe : A ate ak 
; ee ee: : ; 
: SD Bn. nig 
; Pape « 6s ‘ 
a ° He tee AA 
= 4 Lye ‘a - ee eye, ee pares. ¢ Ly gi 
pea * ye as ¥ . s es CGF aia! my PORE Ema wage g a bf YG ae ° T2 wg y 
be Boas a x ” \ ” ‘ pay i 
- . 
e e BS be * 
M . > : \ ‘ nae , 
ee : Pret Senses rc eee ee ee aye « bea Pre 
‘ i Re SF Se OD aaa Ge poe’ Ws a liege ws . ia Bs st IAB te i 
ce + 
< + 
4 pi Beas coy regen . ny 
‘ , Me : 2 ot 3 r ae AY WIS Vaal yi 
of pes Peek) Qk RE eG ‘ : Bt A Ee Ee eons 1 
* ‘ oe ot Re 
a rs us 
‘ 2s. Sate 
ah: : - i ‘ : SBP, Sain 3c Ben: + eae oe 
ce oe se 4 ~ . 
Gre oe sy 
: é . ry q a - ss ay! ra a, » 8 : 25. Saye F 
é » a ED . . at “) Cy he } F? c ~ 
POO? eG: phseey Sa Ph, Sion tae eect 
y f a 
‘ sie lls a gl chen: Hlgte ae Bee ee Bt Achy, Pal 
CREM PORN OE TS oT ; totab ed Kes’ aay 
ie Hl 
oa 
#9 Keer ee) a ae « 
pint { j ‘ ; Soe . rene ae Sa ey pe : ‘a ? 
+ os: Fr. Ke : ee SW lw Wid ae 8 Py AS, : ey ct p a sero ce ay Wi ¢ ati £ "hntog 
a4 j Bee es : 2» roll yay 
a mats " Ee ie oop. 
i ‘ ite ue a og 4 
; Sy * ao x f . t -] seh or 
oh F bie “i ns fae: reese a3 2 OTE * oar Tk MOG FY gpserTs 
Sia ‘ 
ae eat aoe BCS os Se 
, ee Ut diz Seca ae! acing tae ttn ial 
. $ ’ . 9 
ys so% Brat mts wIweaes 
. 
tah H eg oh «peng 
, 5 F iby y eee WE a ee 
Yr ' Peay 2 br ay oe Pie las ek 
west sb y 3 Cay | . 4 ; re oem % % an age ie eal Aol 2a Jt eos fe entra T 
4 
age Pi ¥ ” bs > 
rome B Day ay 7 . : = 
3 Rees | ue = ay ao opeele NPE CES IE Oe sa, Pal ms wan gh iig""Z oe) 
* ; tar: : Seale te “yp Se a i ‘oe 
q . ’ i ‘J ‘ ea ey Ct rae ie 
i oe RS BW) fo 4 4 oa 4 sae Pe ey in. i Pee 3" a = a at ve Hy 24 = 4 + it 
= :) 
- ay ” 
‘ ‘ oz : 4 Mee be od ee spay Satee Pex: ae P Pera EN eee ben! tae ; 
ae f ae A 9 BOs Pine EET CA 3-3 . [ SEALS RE fe ; ug 
ar ' — : q A : : baa | 
oe nm Mane 4 3 i oiets ha, vy eS sta dips Felnete bg shia wy “f 4 ég ee tat 
pane Se Me ae 4 ae ae t 7 okt Lhe! Teds oh taal ee 3 ASS mt bey aa! 
, s ~ 4 < P ate dk ree Pte v ’ 4 
aparece a ili ae al ese betaine ett yp visa one aprile rsthaa gh 
revs ay? ay ate 4 Neek 4 
Pas - OS 2: RIS: GSP tae 
+ ~ * 
Be é re: eae Aa e 
dw OA aa, SER Ge + Bilt te ‘< 


«69s 


longer since many deferments go back to the thirties. Also consumer durables 
are large users of steel and any release of resources from the capital goods 
sector would readily be absorbed here. The effective demands in essential 
investment projects and high consumer durable spending may be more significant 
than the number of projects deferred because of the shortage of this key 
commodity. 
Re Increased steel supplies would mean increased productive efficiency 
and a larger stock of capital equipment, which would permit higher real incomes 
in the not too distant future. Steel shortages are wasteful in that men are 
kept on and turned to maintenance and other types of work if shortages of 
supplies hold up manufacturing operations. Increased efficiency(1) in 
fabricating plants will mean higher real output per worker in the future, 
and permit higher real incomes for the consumer. Increased steel supplies 
would also make possible the modernization and expansion of industrial plants, 
machinery and equipment and permit the use of new production techniques based 
on inventions and innovations. The sooner new, improved and expanded plants 
come into operation and turn out both consumsr and capital goods in larger 
quantities and better qualities, the sooner will new high levels of real 
income be achieved. It is desirable that these high levels of real income 
be attained with as little inflationary pressure or price distortion as 
possible, 
Supply and Demand in Construction 

Construction Labour - Supply 

A rapid increase in the construction labour force was one of the 
important factors which made possible a large expansion of the volume of 
construction, The increases occurred in two waves. The first was the return 
of veterans formerly in construction occupations and the entry of those who 
learned a construction trade in the armed forces. Most of these men were 
absorbed ints the construction labour force between 1945 and 1946, with the 
result that the number of employees in this industry (including independent 
tradesmen) rose by 56,000 in one year (see Summary Table 28). In the second 


full post-war year this source was reduced to a trickle, but veterans who 


— 


eR ee ee ee re 
(1) Incidentally, if basic steel capacity were increased it would eliminate 
largely the subsidies now being paid to cover the costs incurred to 
match basic steel production and fabricating capacities in the three 
Canadian steel centres, 
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jobs, ani an increase of immigrant construction workers, were sufficient to 
raise the labour force in 194¥ by 24,000 over the 1946 level. The second wave 
came in 1948, when 41,000 men joined the construction labour force, They came 
fromgreater numbers of young apprentices who had completed their training, a 
trebling of immigrant construction workers, and for the most part a shift of 
manual labourers from lower-paying industries to the construction industry, 
where wages were considered good and tuke-home pay was increased by overtime 
and special holiday rates. For 1948 as a whole the available labour force 
exceeded the 300,000 mark, Seasonal variations affected the labour force to 
the extent of about 100,000 workers. Many of these men would be working in 
industries other than construction in the off-season but returning to construction 


during the Spring to Autumn seasons. 


SUMMARY TABLE 28, - EMPLOYMENT AND UNIMPLOYIENT 
IN TH® CONSTRUCTION INDUSTRY, CANADA, 


1945-1948, 
TC da a adlke po Sona nee eee aman a 
! an <6 tn | Total 
Year imployed | Unemployed re a ee 
| | 
1945 | 171,000 13,000 | 184,000 
1946 | 287 ,000 13,000 240,000 
| 
1947 252,000 | 12,000 264,000 
i { 
1948 291,000 | 14,000 305,000 
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Source: See Table III in Appendix A. 
Not only did the construction labour foree increase, but the 
declining trend of hours worked per week, particularly noticeable when the 
war was drawing to a close and in the first post-war year, was reversed by 


1947 and continued in an upward direction in 1948 (see Summary Table 29).. 
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SUMMARY TABLE 29, - AVERAGE NUMBER OF HOURS WORKED 
PER WEEK IN THE BUILDING INDUSTRY, CANADA, 
JULY, 1945 = JULY, 1948. 


Average Number of 


Hours Worked Per Week 
| ea 


Year 


July, 1945 40.9 
July, 1946 38.4 
July, 1947 38.8 
July, 1948 - 40.0 


me ee eee 


LLL Te TL TT YS A ES ANS At ener ERS 


Source: Monthly issues of Statistics of Average Hours 
Worked and Average Hourly Earnings, Dominion 


Bureau of Statistics, Ottawa. 


Construction Labour - Demand 

A high proportion of this larger labour force was kept fully 
employed throughout the post-war period in spite of the usual seasonal nature 
of the industry. Average unemployment during the period 1945 to 1948 varied 
between 12,000 and 14,000 persons, or 5 to 7 per cent of the total construe- 
tion labour force, This was considered a very low ratio in an industry where 
movement from one job to another and inclement weathor were a part of the 
occupational hazard inherent in that type of work (see Summary Table 28), 

The growth of the construction labour foree did not meet all the 
demands for more workers. Shortages persisted in such skilled trades as 
bricklayers and plasterers, When the construction labour force reached its 
peak in summer of 1948 there were still four jobs for every bricklayer looking 
for work and six jobs for every plasterer.» Local surpluses, however, appeared 
in some trades. There were, for example, two vainters for every job, and 
almost three unskilled construction workers for every two jobs (see Summary 
Table 30)... But these labour surpluses in some localities did not meet the 
demand in other localities. Movements among construction workers were limited 


and many mon with families were not willing to move. 
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SUMMARY TABLE° 30 = NUMBER OF UNFILLED VACANCIES PER 
UNPLACED APPLICANT IN CONSTRUCTION TRADES BY TRADE, 
CANADA, JULY, 1945 - JULY, 1948, 


ee eee ee ne ee 


Trade } July,1945 | July, 1946 | July, 1947 July ,1948 
Bricklayers 12.0 11.6 4.2 
Carpenters 4,1 Led 1.1 
Painters 3.0 ) mt) 
Plasterers 344 12e0 643 
Plumbers and Steam fitters nen 1.0 ol 
Other Skilled and Semi- 

skilled Construction 

Workers See 200 68 
Total Skilled and Semi- 

skilled Construction 

Workers 349 2el 1.1 
Unskilled Censtruction 

Workers 44 Bad «8 
Total Construction 

Workers 4.1 Aisik Pi) 
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Sources See Table IV in Appendix A. 

Speaking in overall terms, the construction labour force increased 
rapidly to cope with the expanding volume of work. It employed two-thirds 
more workers by 1948 as compared with 1945. But the increase in the supply 
of tradesmen was uneven, with the result that during 1948 shortages of skilled 
workers in some trades and certain areas persisted, with surpluses in other 
trades and different localities, (1) 
Building Materials - Supply 

Most of Canada’s building materials (2) are produced from Canadian 
raw materials and are manufactured in Canadian plants. The industry is closely 
geared to the domestic market and is not, with a few exceptions, either an 
important importer or exporter. The only major building material for which 
Canada depends almost entirely on imports is window glass, which is brought 
in mainly from the United Kingdom, United States, Belgium and Czechoslovakia. 
Imports of other items are insignificant or non-existent (see Summary Table 31), 
In this respect the situation of the industry differs from that of domestic 
basic material preducers and users (see pe 63 ) The volume of construction 
undertaken in the post-war period was therefore lergely dependent on how 
rapidly the domestic building material industries could expand to meet the 


avalanche of orders waiting to be filled, 
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(1) Im some measure the rapid increase of the labour force was made possible 
by the entry of a large number of somi*skilled and unskillod tnen into the 
ficld. The.cffect of this en preductivity in-the-industry is discussed in 
Section III, --- sade 

(2) Building materials may be defined as goods entering directly into building 
construction or into the repair and maintenance of buildings and other 
public and private structures, 
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SUMMARY TABLE 31 = ‘IMPORTS AS PROPORTION OF DOMESTIC 
PRODUCTION OF SELECTED BUILDING MATERIALS, CANADA, 1948(1) 


Item Per cent 


Cement 


Building Brick 2 
Rock Wool Batts u 
Gypsum Plaster 5 
Window Glass(2) 100 


Paints, Varnishes and Lacquers(3) 


Wire Nails and Spikes 


Sources See Table V_ in Appendix A, 

(1) Estimates based on figures for the first eight months of the year. 
(2) See footnete 7 to Table V in Appendix A 

(3) Deflated data. 

When the war ended the building materials industries were in a much 
stronger position than at the start of the war, Many of the industries had 
expanded to produce building materials for war plants and military installa- 
tions, As these orders declined after the peak of the industrial war effort 
of 1943, favourable military events and decreasing war productien orders in 
1944 made it possible for these industries to plan and prepare for peacetime 
production for about a year to a year and a half before VJ Daye As a result, 
the building materials industries found themselves in a position = where not 
hampered by serious shortages of basic materials = to turn out a considerably 
larger volume of building products in 1945 than in 1939 (See Summary Table 32), 
The increases ranged from 5 per cent for nails (where the steel shortage held 
back any significant increase in production) te 190 per cent for asphalt 
shingles, and over 200 per cent for insulating materials (rock weol products). 


Of the 20 building material items for which comparable data are available, 


enly one commodity showed-a decline, 4 per cent for gypsum plaster, 
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SUMMARY TABLE 32. CHANGES IN THE PRODUCTION OF SELECTED BUILDING MATERIALS, 
CANADA, 1939 - 1948 


(Per cent) 
Item 1939 to 1945 | 1945 to 1948(1) | 1939 to 1948(2) 

Cement i S647 ie 69-5 i 131.6 
Building Brick * 1662 + 64e4 + 94.3 
Structural Tile y ) Gen +. O15 + 106.5 
Rock Wool Batts * 216<5 + 161.9 + §91.3 
Bulk Rock ‘ool + 200.0 + TGs + 550.0 
Gypsum YJallboard 7 Then + “SLs6 e Pood, 
Gypsum Plaster dete * [5204 + 14264 
Asphalt Shingles + 189.9 + 39,7 + 304.9 
Smooth and Mineral-Surfaced Rolls S¢ Bhah te ddan y + 16145 
Cast Iron Soil Pipe and Fittings 7 Aa Re | + 89,2 + 112.1 
Cast Iron Vater Pipe and Fittings * Doel ©  3aeo elie 
Steel Pipe and Fittings * 53.9 - 10.3 + 36e1 
Furnaces ~- Warm Air and Heating 

Boilers we Deo sites is 5 hi Boag: 
Cast Iron Radiators : a en oe eS + 60.5 
Electric ‘later Heaters + 145.7 + DOws + 22369 
Hot Water Storage Tanks (Range 

Boilers) + 33.1 + O70. ee 
Paints, Varnishes and Lacquers (2) Ps, Dead oe’ 409 tpl 
Wire Nails and Spikes * Gao $3 Lieh ees 
Builderst Hardware + 64,40(3) + 26,8(3) + 108,0(3) 
Rigid Insulating Board + 67.9 + 37.6 tale 

Average Tigh t.. $8.0 + 180.7 


Source: See Tables V and VI in Appendix A. 
(1) Estimated. 
(2) Deflated series. 
(3) Data used for 1945 and 1948 are factory sales. 

Large as the increases of output were in terms of pre-war measurements, 
they appeared wholly inadequate to meet the demand for building materials facing 
the industry in the post-war period. To cope with this the industry expanded 
both its plants and its labour force. Between 1945 and 1947 the industry more 
than doubled its annual capital expenditures, and by 1948 was spending at the 
rate of three times the outlay made in 1945 (see Summary Table 33). Even if 
account be taken of cost increases of capital goods, the volume of investment 
expenditures made by the industry would still be more than double. The labour 
force of the building materials industry increased steadily. From 84,000 
employed in 1946 the working force rose to 98,000 in 1947, an increase of 16 per 


cent. In 1948 employment in these industries is well over the 100,000 mark, 


a further increase of about 10 per cent (see Summary Table 34) 
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SUMMARY TABLE 33 = INVESTMENT IN DURABLE PHYSICAL 
ASSETS BY THE BUILDING MATERIALS INDUSTRY, CANADA, 1945+1948 


a + 


Year Millions of Dollars 


Sources Estimate prepared by Economic Research Branch, Department of 
Reconstruction and Supply. 


SUMMARY TABLE 34 # INCREASES OF SELECTED BUILDING MATERIAL SHIPMENTS BY 
RAIL AND EMPLOYMENT IN THE BUILDING MATERIAL INDUSTRIES, CANADA 1945 ~ 
1948, 

(Per cent) 


ee es = 


nS Ope a a semen ee eee we eee en 


1945 to 1946 


mee many. comme 


Shipmentsof selected Building 


Materials (1) by Rail 14,5 16.5 9,0(2) 
Employment in the Building 
Material Industries ~ (3) 16.1 10.32) 


Sources Data obtained from Housing in Canada July, 1948, Central Mertgage 
and Housing Corporation, Ottawa. 
(1) This group covers, gravel, sand and stone, lime and plaster, brick, 
cement, sewer pipe and drain tile and lumber. 
(2) Estimated on the basis of the first six months, 1948. 
(3) Not available. 

This large expansion began to pay off in 1947, and by 1948, when 
peak eutput had been reached, surpluses appeared for the first time in a decade 
in a few lines (see pe 77) This increase in production @ceurred in all 20 
building materials for which comparable data are available for the last ten 
years, This includes such commodities as were affected by the continuing 
steel shertage. The accomplishments of the building materials manufacturers 
whese principal raw material is steel are particularly notable in the light 
ef the many handicaps they faced. after the war. For example, the production 
ef such scarce items as electric water heaters was up 124 per cent in 1948 
as compared with 1939; cast iron seil pipe and fittings and cast iron water 
pipes and fittings were each up 112 per cent; warm air furnaces and heating 
boilers were up 89 per cent, hot water storage tanks were up 82 per cent; cast 
iron radiators production had increased 61 per cent; steel pipe and fittings 


had increased 38 per cent; and wire nails and spikes about 17 per cent (see 


Summary Table 32 ), These achievements were made possible in part by the 
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ingenuity of the industry in obtaining the necessary basic materials from 
domestic and foreign producers, partly by a key materials allocation system 


operated by the Government since the end of the war. 

While imports of building materials usually added little to the Supply - 
except for window glass - the proximity of the great industrial potential of | 
the United States made it possible for Canadian consumers of building materials 
to obtain an increased supply of selected items at times when domestic short- 
ages were particularly pressing. This opportunity of getting a fer scarce 
items from a neighbour meant more than the actual value of the total imports 
of key building materials. It meant that projects which had been held up, say 
because of shortages of nails or gypsum plaster, could be completed much sooner 
than would have been possible had the building material user waited his turn 
for domestic supplies. This increased buying abroad of building materials 
which were in short supply in Canada was of particular significance in 1946 
and 1947, and helped overcome some of the construction industry's worst bottle- 
necks. By 1948, as domestic supplies increased substantially and the shortage 
of U.S. dollars made the curtailment of imports from abroad necessary, | 
quantities of building materials brought in fell considerably. For example, 
imports of rigid insulating board dropped from 40 million square feet to 10 
million, rock wool batts from 5.8 million square feet to 1.2 million, gypsum 
plaster from 10,000 tons to 8,000 tons, building brick from 9 million to 7 
million (see Table V in Appendix A). However, imports of some items, such as 
nails, in continuing short supply, increased. Nail imports, which had been 
negligible in 1945, were up to 4,000 tons in 1947, and 8,500 tons in 1948. But 
even in this field a tightening steel situation in the United States, because 
of the need for diverting steel to the preparedness program, would not be 


without effect on future exports to Canada of commodities with a steel content. 


There is no overall measurement available of the total increase in 
volume of building materials, but evidence additional to that presented above 
is provided by the statistics of rail shipments for a selected group of 
materials, such as gravel, sand and stone, lime and plaster, brick, eement, 
Sewer pipe and drain tile, and lumber, Shipments of this group of materials 
amounted to 11 million tons in 1945 and appear to have increased to over 15 
million tons this year. As Summary Table 34 shows, the largest increases 
Occurred between 1945 and 1946 (14.5 per cent) and between 1946 and 1947 

_ per cent), and a smaller increase between 1947 and 1948 (9 per cent). 
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AVAILABLE. DOMESTIC SUPPLY OF SELECTED 
BASIC AND BUILDING MATERIALS, 


MILLIONS CANADA, 1929-1948. MILLIONS 


OF TONS OF TONS 
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4 


0) O 
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BUILDING BRICKS 


fe) O 
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WIRE NAILS AND SPIKES 


O ie) 
THOUSANDS THOUSANDS 
OF UNITS OF UNITS 
80 80 


FURNACES - WARM AIR AND HEATING BOILERS 
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SOURCE: SEE PP. 230 AND 235 - 237. 
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Building Materials - Demand 


Demand for building materials in the post-war period consistently 
exceeded supply. It was not until early in 1948 and in a few lines that 
supply caught up with demand, In some cases this resulted in a levelling 
off or reduction of production. The situation by mid-1948 has been summed 
up in this ways: "Building material production during the first half of 1948 
showed substantial increases over output during tho corresponding period of 
1947, with output gains varying from 3 per cent to over 100 per cent. At 
the same time there were signs that the supply of some items, particularly 
in the reofing and insulation materials fields, was meeting all effective 
demand, All in all, however, with the accelerated pace of house=building 
and other types of construction activity, the demand of the building industry 
fer materials continued to press on available supplies and the supply of most 
items still represents an important limiting factor on the size of the housing 
program, (1) This situation was equally applicable to other types of con- 
struction than housing, 

Comparing the first half of 1947 with the first half of 1948, it was 
observed that “output of asphalt rolls and shingles was down 31 per cent and 
4 per cent respectively, but these materials are in good supply and production 
is keeping pace with demand, The same is true of rock wool batts, the pro- 
duction of which declined 21 per cent,'(2) 

The unevenness with which demand caught up with supply is reflected 
in inventory changes that have occurred. Broadly speaking, inventories of 
building materials have remained below the proportion of production or sales 
that was customary in the different industries before the war and that are 
considered by the trade as the minimum for cfficiecnt operations. The only 
exceptions are the few items where supply caught up with demand, 

In the last four years the industry has tried to build up its inventories 
ta a position where it could serve its customers with efficiency. But ina 
number of instances, firms which achieved an improvement in their inventory 
position had to meet new waves of orders and their stocks were reduced again. 

Stocks of building materials at July, 1948 varied from one to about 
six weeks’ supplies, at the mid-year rate of sales. A worsening of the situa- 


tion in 1948 as compared with 1947 has been noted for cement, electrical, 


POT Taper re a mate rem ran ee 
(1) Housing in Canada, July, 1948, op, cite, pe lds 
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(2) Housing in Canada, July, 1948, ops cite, pe 17 
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equipment and electric hot water tank heaters. An improvement, slight to 
moderate, occurred in inventories of cast iron soil pipe and fittings, ae. 
nails and spikes, bath tubs, gypsum products and insulating materials. In 
some fields the situation in 1948 was worse than in 1946, for example, 


building bricks, flue linings and sinks (see Summary Table 35). 


SUTARY TABLE 35. = RATIOS OF SALSS DURING THE MONTH 70 STOCKS AT THE END OF 
Tila MONTH, SELECTED BYLLDING MATERIALS, CANADA, JULY, 1946 - JULY, 1948. 


July, 1947 
Ratio to 1 


Chinen TE ee ome ee 


July, 1946 
Ttem RetIO USE 


July, 1948 
Ratio to l 


Cement Z 
Building Brick le 
Flue Linings 9. 
Cast Iron Soil Pipe and Fittings le 
Steel Pipe and Fittings 
Wire Nails and Spikes 

Bath Tubs 

Sinks 

Gypsum Wallboard 

Gypsum Lath 

Gypsum Plaster 

Rock Wool Batts 

Single Pole Switches 

Outlet Boxes 

Non-letallic Sheathed Cable 
Domestic Heating Boilers 
Hot Vater Storage Tanks 
Electric Hot Water Tanks 
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Source: See Table VII Appendix A. 
(1) As at September 1. 


(2) Stocks negligible. 

The shortages of building materials that exist today can be arranged 
in order of their importance as seen by the purchaser. The listing in Summary 
Table 36 is based on the number of requests for priority approvals for building 
materials for housing construction made to the Department of Reconstruction 
and Supply during the month of October. These data are indicative - except 
for items specifically used in housing construction - of the overall short- 


ages currently faced by the builders engaged in industrial construction. 
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SUMMARY TABLE 36, ~- LISTING OF BUILDING MATERIALS WITH DEMAND 
EXCEEDING SUPPLY IN ORDER OF SHORTAGE, CANADA, OCTOBER 1948 


Order of Shortage Type of Building Material 


1 Plumting Equipment and Fixtures 
2 Range boilers 

3 Galvanized and Other Pipe 

4 Soil Pipe 

S) Cement 

6 Nails 

7 Wallboard and Lath 

8 Furnaces 

9 Flooring 
10 Eavestrough and Downspout 
Li Flue Lining and Drainage Tile 
12 Electrical Equipment, Wiring and Fixtures 
13 Doors and Windows 


my 


Source: See Table ViIlin Appendix A. 


Construction Management 


The return of many men with construction management experience from 
military service and war productien considerably strengthened the ability of 
the construction industry to cope with the increased demand for its output. 
But serious problems of management still remained, There were, for example, 
insufficient engineers or experienced foremen available for organizing con- 
struction jobs at the levels of managerial efficiency prevailing before the 
war er p. 110). The greatest weakness that developed in the managerial 
field was the watering down of experienced management in the industry. This 
was the result of the entry of many new entrepreneurs who were inexperienced 
and lacked the managerial qualities which make for efficieney. As indicated 
later in connection with the siasienhon of construction costs (see Section 
III), the number of construction companies increased by about one-third 
between 1944 and 1946, and has increased further since. Many of the new- 


comers are net considered to be contractors by the construction industry but 
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referred to as speculative builders, who combine the roles of owner and 
builder. Their main purpese in entering the building field was to get their 
share of the profits to be made from the building boom under way. In most 
instances the speculative builder would build houses only to sell them te 
the highest bidder, and thereby in the prevailing tight market make a con- 
siderable return. These profits, according to the views held by the con- 
struction industry, reflected not only the usual profits to be made by 
contractors but also the additional rewards for the risks of speculative 
building. In fact, however, there was little risk involved in selling 
houses during the years 1946 to 1948, when the shortage was particularly 
great. 

In spite of the lower efficiency of some of the newcomers, the 
demand for construction projects in the post-war period loomed so large - 
at least temporarily - that there has been sufficient room to absorb almost 
all of those setting themselves up in the construction field. That many of 
these attempts would end in bankruptcy for the inexperienced seemed to prove 
little of a deterrent, 

Impact of Demand Upon Supply - Construction 

Although the working force has increased by two-thirds since 1945, 
building material production between one half and three-quarters, and con-= 
struction companies by more than one-third, demand for the construction 
resources still exceeds supply. As a result, the resources of the industry 
are taxed to the full and most firms are working at or near capacity, 
Reputable firms are finding it difficult to take on new projects until some 
of the work under way has been completed, 

A survey undertaken in mid-1948 throws light on the degree of 
capacity at which the construction industry is working. Three groups of 
construction companies were distinguished: (a) those working at capacity, 
that is, builders refusing work or unwilling to take on new work except in 
special cases; (b) those working near capacity, that is, builders able to 
take on small amounts of new work but not actively looking for new work, and 
(c) those working below capacity, that is, willing to take on and looking 
actively for new work, 


Of 22 large construction firms canvassed (in total doing more than 
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$100 million business in 1948) those doing 51 per cent of the total were work- 
ing at full capacity, those doing 43 per cent were near capacity and 6 per cent 
were below capacity. These companies had werk on hand the completion of which 
would take an average of from three months for those firms working below 
capacity to fifteen months for those working at full capacity (see Summary 
Table 37). While the firms canvassed cover only a group of large contractors 
and builders, whose experience is therefore not necessarily representative of 
the position of the many smaller enterprises in the field, it is noteworthy 
that en the average the large companies had about one year's work on hand, 
Many contractors admitted that business was better than it had been fer many 
years and that in a number of instances it exceeded the peak level of activity 


of the late ‘twenties, 


SUMMARY TABLE 37. - CONSTRUCTION COMPANIES WORKING AT, 
NEAR AND BELOW CAPACITY, CANADA, AS AT JULY 31, 1948 


Value of Work 
Performed 1947 
$ million 


Average Period for 
Which Work on Hand(1) 


months 
TTL CES TITEL LTS TE ATES LT I 


Capacity Number of Companies 


Full Capacity Nos 


Near Capacity 9 


Belew Capacity 


Total 


Sources Special compilation by Economic Research Branch, Department of 
Reconstruction and Supply, on the basis of data supplied by courtesy 
of the Canadian Construction Association, Ottawa. 

(1) On the basis of volume of work on hand in 1948 prices. 
(2) Weighted by volume of werk on hand. 

In spite of the tightness of the situation that appears to exist 
today in the construction industry, the industry has overcome many of the 
bettlenecks of the earlier post-war period, and improved its organization and 
preductivity, which were at their lowest ebb in 1946. To illustrate: the 
building industry succeeded in reducing the average time required to complete 


&@ house from 11 months in 1946 to an average of about 7 months in 1948 (see 


Summary Table 38). Although similar improvements occurred in other fields 


i" I ! a Gh ad z 3 {sé r ; ‘ . n 
: r “ 4 ; i ose : 3 . : ., oy & Is 
ey i Soe 5 #5 4 it too 7 ' 23 08 t 3 a3 5 P See bin ; 4 
4D sd < 4 3 i . na! 
y ‘i 4 tea > * e2 . a aiy (by mo 6 wal ’ -.* ‘ 
: . , a . ye. Taek ey A wet ote fi Sie Tia be ayy 4 pe “ x é Serie ’ e ar 
i .% oe. Hy 1 Boe | a~ . vee ey : ¢ , 
"t 7 J MA . d ’ ‘ . 
. ‘ ‘ « Raw ok ‘ 5 owe . ee pie oy EOE EL UR ; . Cow 4 r 
7 mela | RD w gue O e ae cet of ; xh a i ae ta Wee Rr. ee! i i . r FS 
Pa ae ; 
1 : . 
‘ ae P oe . ‘ ‘ 
s " , re ’ > ’ . % 4 ae < . 
? Behe oe eke 5 ' "so * may fae he 4 : ‘ f x 6 
$ 5 win fe ere) ' : rie ‘ ; ; 
i = 
; ; a ge al : = . a, n si mA ve : . + rm F . 
Cee Bs OPI oe at Gehan 9 ALR , i) are Bey 9 ie ee os Bee Tee ‘ bay a eer roe 
Pal we oe 44 te W Sa ® terns ” 
, . 
: ‘ 
' 6 : . - F! 
, . ms P ° - u . ~ . a 8 0 P -. . 
te & ry ‘ ay issih rhe as ? q PY es eB ene a id hy es oie YR S a ‘ 2 
| ia Tie Se | 2 Pty : “} ° { x ® 
F gee . 4 ws ‘ 4 ‘ 
» ’ “ a oe tS on if é * piltire te 
i =r ~~ Ps vy be ~ ht ee me q er Oe : , : 
Pek Dy PTR RRP a Rs, MONE aS Te, , SO WAL Staal } ; <3 % Se 
a “ ~ 
F a ’ ‘ Y om 4 ose sa es = . eh ae 
r 5 : & oe a4 <' Son wen on 4 woth 7 ag ae : q a es 
a ea ce eae ye ~ ae hase ne ‘ ye fate mS ow Be MY) » ¢ > . a Youd 
ie te 4 ’ , ’ ‘ © x Wy as i . ; ” ; 
: ‘ Py 2 
t . ee . ” . Pa Nat s 
d ‘ a Foe ¢ rac pati hea Vee arp Pe BS ANE SD Ss sai Fons ‘ : -e@ 
. : 3 ote 5, S40 5 RAS . a cea ¢ » Ne Oh nh yyy ” pS ith . : . 
eee ey, ee aX Fb eee 4 ne a. : 
he : . y ea . ; - 
' . , MY : ; 1 ‘ . io ages ‘ cms ; Oe: Pen On ae Pee Ue a ee] * pan 
“itis ; 
! 4 . . be > . ‘ . ’ ~ ¢ he 
. 5 . £ af a ' % Sy hy . er cae 4 cart . tn As 4 gli eS 
i me FNS : * ; ee + MS! Pee rer vee tie x . . » be ST t, 
, . Ars 
4 2 ond ae ore : 
mee ; : Pa Ge” : 
c ~ at eee : hs Sa rhe ce Sar be 
ye ‘ x ae ; es 5 , 4 sok 
qT ee ee rete ‘ ae pee F * . © ” ‘ eines be 
‘ ied F 7 7 F sy 4 toy eo 9 " ets ey ri ci ey iy! 
Me WE, * i Me ’ md aae e aaa a) 8 4 ” 4 Go the . yi ew Ret 3 Xi 
— IIR RIED EI hE Tai as ae a ee eee er ea i w nick veovanlenls en ininatitger in 0hicsnogt 0 bine 9) eels MANU ses SZ Met Ma | Me fale Pr BN er Me Ce ACRE Re ee 
: 3 ‘ “ . ‘ = 4 
we . 3 ‘ ri 
= nitty Sag , ey | ee ee ne ay. ; 
: ' e afos ’ ‘ : 
s ; 
set ' ak ' : fon it rt on Seca a ; a0 es me 
ae : £ 4 ifs J , "| ae we ‘ A) 
F ’ * © ; g Bek Vos on vee ated . re a2 ae AS gi 5 5 rk 
; ‘ ? { 
‘ yo A 
< fob oy R we ot " 3 
we 2 we ‘ y, A oe Y . 
‘ ‘ . Sr a 
Pare ray clea seg tule ny eT gp! ST G Y a FR Ere Sp Re ole be ey me FWA tad Peg dite date gin teayi meee Mae HEN wis) a nite green Made BS uNieatnuasa’ i aN os | Ga Be SRO i are ew 
: J 
: . 
, Z { ; ‘ 
an’ ; Suite : ce 3 wy b @ sitet 
rd . o fr 4 
; L 
: 
. . 4 . 7 . 7 * 
‘ acts 5 Lia ‘ <PSY ah's Pe c 
. y . 
2 . 3 “ _ 3 5 a Pe Fy = te be 
a ral ra : . « She 5 
eens ere Da RRO a ae GE mgiasve ved in et nr ne a ia rn evry shaagati ine pata) . ue . or vouee 
by s 
. t « 
1 
ue i { t is 
é 5 y ' \ =" : 
‘ F i : ‘ati i 
! 7 
1 t 
wip ws IeQaey Ge ete ye aba pad Fe op pate. WY Fea TT Sena a tery rah Reems oe uiraies siete CCU As yegmanns, mee OMe Papaya iN 2 cere ht oy cone ages rep me ae 068) Mewes tte HA tae e ee neg ay she 
c = 5 ‘as 
h ot aps ey KS ¢ , > fey: wy hase Be phot < aphal  sicer 
t. " 4 2 Buca wd We ts rie Re - : < NTS \ a ee! 
: z ‘ . 
- ' MY f, . 
, . Rolae Py ae ee : a ky ee rN 
K : 
anrs ; 9 : i 
. a j A . 
- ot . * a 
Crt. © aah 7 Sage ee « 7 ’ ‘ a is 
’ oe ad t rs Eis ! 
es t Fe. . 
ity .2 § ¢ eae 
t . if ; ‘ 
( . Z Pee ie. ee ; <- inn ar 
ae is ee, * Seas & : 
is 
* 5 ee 
eae? % ‘ : ee Aye gow ¢ Coe og! . 7 cus 
. , Re = é f . ¥ * 7 se s c - ' 
4, 4 tus. spas ays Sr woe pre + and is eo Ores Adie? tape Coa what ee ‘ 4 ae 
woits J. atl peyoreerehet ae bpecl Seta ted ltd. wee Ge epee 8 
‘ bs : ea ” y oa ‘3 - i 
2 lela Pi Sa : ow} 3 ¢ » 53 ae . ry . > Fs tae 2 + ' * 
sy 4 ’ ‘ ton 2 gue fava My inet ak atid 5 ‘ Sis te a et & ve 
- a rs ¢ - % . ‘ t ' 
i g 08 i tira ane. xp iy opin i ete Pk : ee ae ee eee seis’ mage ani eres F us 
deer ° Fes Bas aii aie Y peas a aeie be fier 3M yu eos Her . as a iP é 
; a) : » 
oi j vy . : , “ . 
Coe ets Cant, , Late as * 5 i 4 ty Eee as al “% - +5 <, 
, + z j : Hiss re ‘ et at ry ee each C2 cae Ped a te ee ; + c 
7 % 2 = ', : . ' * 
“4 ‘ r ite go Mere og . er Sas ty at wties MES ere a “ho, 4 . . - ‘ 
: vw ” e ¥ ‘ t+ ‘ e o 4 ih dat Sea on Reeth Sah re . é ‘ ci ir 7 


._ 


« 8 < 

of construction, the industry is still working significantly below the level 

of efficiency achieved before the war, which even at that time was below that 
attained by most other incustries. The effect of this on construction costs 

and its general inflationary implications are discussed in Section III. 


SUMMARY TABLE 38. - AVERAGE NU'BER OF MONTHS UNDER CONSTRUCTION 
OF HOUSING COMPLETIONS, CANADA, 1946-1948 


re ee 


—_—_————- re ee 


Year and Month Number of Months 


en, en Se ee ee os 


SOL RT | A RE RY An ae Ne 


1946 pan 

1947 8 

1948 
January 763 
February Tel 
March 125 
April 767 
May tte 
June 648 
July 6.1 
August 632 
September 5.4(1) 


te a ee 


Source: Housing in Canada, October, 1945, Central Mortgage and Housing 
Corporation, Ottawa. 


(1) Preliminary. 


Supply of and Demand for Mechinery and Zquipment 

Demand for Machinery and Equipment 

Over one quarter (27 per cent) of capital expenditures on machinery 
and equipment made currently in Canada are direct purchases made abroaa\)) 
(see Section III). The demand for foreign produced machinery and equipment 
varies greatly, depending on the type of investment projects A study of 
machinery and equipment purchases by 23 groups of manufacturing industries 
showed that 13 groups depend on foreign manufactured machinery and equipment 
to the extent of 25 to 50 per cent of their total outlay. In only six 
industrial groups was the proportion less than 25 per cent. In the remaining 
four groups the proportion exceeded 50 per cent. The development of 
Canadian industries which produce machinery and equipment is reflected by the 
large proportion of domestically manufactured items used by some of Canada's 


major industries. For example, in the pulp anc paper industry, where the 


ee ee ar SS SE NE ET ES AE ES TS LT EE TT LT TS LS TA TS 

(1) This proportion refers to imports of completed machinery and equipments 
Additional foreign purchases include materials, supplies, parts and 
components going into Canadian produced machinery and equipment items. 
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volume of investment is currently very substantial, the proportion of imported 
items, comprising about 13 per cent, is lower than in most other industries. 
On the other hand the primary textiles industry depends greatly on imports of 
foreign produced machinery and equipment, mainly from the United States, In 
this industry the proportion ven investment expenditures for machinery and 
equipment geing inte foreign purchases is abeut 67 per cent. 

The situaticn is similar in industries other than manufacturinge The 
mining industry, so important to Canada, is a large user of machinery and equip- 
ment, The heavy demands in this industry since the end of the war have been 
conducive to the growth of a domestic machinery and equipment industry catering 
to its needs. Machinery imports ef the mining industry are only about 28 
per cent of its tetal outlay. In the construction industry, on the ather hand, 
an industry which requires a great deal of heavy machinery not manufactured in 
Canada, import requirements make up about 67 per cent of the industry's total 
purchases of equipment (see Table IX in Appendix A). 

Imports of machinery and equipment made abroad amounted to some $369 
million in 1947, the highest on record for any peacetime period. These imports 
were two and one-half times the value or almost twice the volume of 1929, and 
five times the value or twos and sne-half times the volume of 1939 (see 
Summary Table 39), From 1945 to 1947 imports increased at the rate of about 
259 per cent per annum and came mainly from the United States. These data 
reflect Canada's heavy reliance on machinery and equipment purchases from the 
United States. In fact these imports eased greatly seme of the shortages of 
equipment, for example, in the textile and chemical industries. In other cases 
imports provided highly specialized equipment, lack of which was holding up 
industrial development in Canada, These large purchases were in part financed 
by drawing on Canada's exchange reserves and contributed to the exchange pre- 
blem faced towards the end of 1947 (see Section VI). The situation changed in 
1948, because of a tightening of the supply situntaitn 4x the United States 
(see p. 100) and the effect of the exchange conservation program on capital 


goods imports (see p. 62). 
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SUMMARY TABLE 39, = IMPORTS OF FOREIGN COMPLETED MACHINERY AND 
EQUIPMENT, CURRENT AND CONSTANT DOLLARS, CANADA, 
SELECTED YEARS, 1929-1948, 


($ Million) 


Current Constant 
Dollars Dollars 


Sources See Table X in Appendix A. 


In the three years following the end of the war Canada's own machinery 
and equipment industry, readjusted to the growing peacetime demand of Canadian 
industry, turned out an increasing volume of machinery and equipment, with 
most of the increases achieved going into domestic investment (see Summary 
Table 40). It is this increase in domestic production which is making it 
pessible to achieve in 1948 an investment program seme 10 per cent greater in 
volume than in 1947, for imports of capital goods are moderately lower in 
velume terms, although slightly higher in value terms than the 1947 level. 

As a result of this shift towards greater dependence on domestic production, 
imports of foreign produced machinery and equipment, which had been 35 per cent 
ef Canadian consumption in 1946 and 33 per cent in 1947, were down to about 


27 per cent in 1948 (see Summary Table 48 in Section III). 


SUMMARY TABLE 40. = PRODUCTION OF SELECTED MACHINERY AND EQUIPMENT INDUSTRIES(1), 
CURRENT AND CONSTANT DOLLARS, CANADA, SELECTED YEARS, 1929-1948. 


ene 


Constant Dollars 


Year Current Dollars 


1929 417.1 382.6 
1933 119.4 120.43 
1939 274,1 267.7 
1945 859.5 645,47 
1946 749.7 567.5 
96204 
1,150.0 


Sources See Table XI in Appendix A. 


(1) The principle of selection was to choose machinery and equipment 
industries concerned to a large extent in meeting domestic require- 
ments for private capital expenditures. The industries covered 
include electrical appliances, machinery, railway rolling steck, 
sheet metal products, agricultural implements and other iron and 
steel products, . 


+ = oo 


+ r Pm oe i in Sa WB 5 . 
oa y ‘ . gts. oN . tite ! , = = js , 
1 rey a 4 . ” a * . o sins caida ie 
: 4 ; : { ss G! oats wa 
eae Oe key re a elena tes 8 ay eee 
4 Mer jo" . fe 4 F Puy 7% eed Bry i Oye ie eae S 
Pa he the ae aren 4 ee mtys td n ¥ - 
a gee . ae As Re ee ‘rae: 
$5, if ce ee a ¥ : iP oaeet pie 
o* “tas Y Sy aa) go diag Sid & yy ote oe 
: Pe ger get or cae . 
te ee re ee 
fee 
a en tarbepe a0, 4 ieee ted LPG aac Gul) Sise 
singe We Se Fe A tm hte Ree wee oh Sa saree ACCU RENAN ae tehe SG miee ‘ 
+ age de > ms ry La : ‘ 
a e) ut mo » “ ph 
2 ‘ eS ‘ 
a Oy, ' « Se wie 8 a » < 
er ees 
3 fa - ‘a Tie PARAL oe Seas See? ek eee ee RE NG ta ye Ce ene 
ST ye neiy vss ee ee So SeN TN ry ttre de rarente scared ren rRamaren 
"7 ‘ed Bee w - o: 
A . y ‘a bay 
: . ae eas 
aoe t f t 
: : ; 
ar | 2 4 a 
> Lae bs 
ae) p a t ‘ 
awe : 
) cae : F 
a j : ‘ + : a 
. . aoe a , 
Re 4 aa Rey tallies 
rey 
jatieg a . , C 
' : and bei gos ee et ae pce ie tone a eS ss) Michele saiOle/ah ame ie, ils MVE ae aA 
oS ea isa : . soot taped emma Ong lh a ra neat r 
' : oy P 7 ee weeks ‘ 
rere o. whet, ss 5 ee Or ac ree p , ge fi ” re, ; Pak es ui 
4 re as aes ot de 3 5 ra AD omy $0 eae Bi Be We > Famer 4 * Si ee Ge ain 
oe 5 ox . MSs f os 4 ‘ 
me” “ 4 F - ery : aE ie x ce at xe ce Be a fas one Py 
Phas " ere mn Wa it, goad storie A FS wh, LG ‘ Ni Sica a nae er bis : 5 oe ‘ 
ne 
i. “ai i “a i ea tet Mies ere te, : . % 4 = VOIR cre rae le ee 0 as e- ) (io st An 
. - ih (iacaa as i, t~ w NS é a ee a Cans i . ¥ 
i . : ee ee Lem ; Roe 3 ee ts Seatyea? ale “PG 
ee ea : tal me 4 u a) ea aa LESS Se Sie a ye, wees pee Ts 5st ES a Fi 
se i ; : i 
a aah : 2 Sika Sik Reais tables eS, pak se F te ae ee Wem ote ys : ; rte ; 
Neale ioe Sky SA Lem Let He oF Seem hah tS 5) ie RE A es ny ed | \ i F 2 : 3 
‘eee 7 n ¥ ¥ om tay : . . . . . «“ 7 cy! 
omer ke [ te Meth “ya i Pa) ap. ¥7 Thess ieee, | at fy we ' ae “3 ee 
Fee eS ae al ary wh oS 3 aey eG a aa SP ay We vs avs eT e 5 wp a 
a & . ~ Nig “| inae s 5 
SS) GN oe > ae PSA Sey Pe Oa ae K. ae ereered suede oa ee ke re) eau 5, . ‘ ; 
Bice) CONE nae ‘ . eet aia ie ait . 3 ttt ONS sVa 2 @ Kio Bie Z Seah * ete oe tad ce ves . 
. 
; : ‘ 3 ‘ - a 4 F . Me 2 iy? ’ : si s , ¥ » . 
yo 4 a, wf 2 el ote OS pene y 22405 SNe sy wy 3 Be Bee ory ee Sale RG ae coun ch Med a eae ag ; ? ‘ ‘ 
wh a , a5 eee OT & Capel hee ” Ear raat © < sy 3\5 tate iy #2 Be Se soll ig ee aes ‘ \ Pa ama 3 4 ‘ ss ; , 
‘ . + . - . : t 4 4 BS ' 
my i Lo Crue) - fy SPS Se ap eee ‘ ae ae , lige! ithe ‘ - oa Peas See CC 
; Se % ome | . ty © 8S" San an aS! eS eS i a ie 5 a Se BOR. a 4 i Biakiy. an aoe A 3 
x . - ” , ae ” ae e y . r PAL . 
\ = ‘ ot ey 2 FR fe tn PE 4 AUN Site, ai HERS ! a MY de f 
€ 6 awh + . a a Pare a Hi unrat ; , Pa tc) . % 
ES Ay .* eu * y eligi: aes : ote : We, cece Paes < wale Be Sr Ae 
. * - sige Soeds - Cy we g ay ne so we Sih F 
‘ a ge kate Pye 4 48 Be Sree > ‘ ’ . tad has : 
fe Vays =. e 4 oe PaaS cera a ‘ uae - * : 
; 4 4 Of F wy: . : ; Ad oa all 
* oe Wet * we? ae a é Apert ip gibi io she ‘ 
oe Sa ara A rier as 3 Mra eae pnts aac ey cmt P ers ak ARS at NA ALR ES. ae, es . cats died gs : > 
‘ a 
Aa 4 eat es 4 BBE ad “ - ait : a 
ee oe . Piet 2 big i iat we ' 4 Ai 828 A = hie ata ee: eae 
: 
} 
ME i bh aisy ek Cee SS tert ey se eal ee boa hie cG ashes emt a sai us : Pr ee oepe sre ue, 5 P pein eae 
. ; ' ee A 
‘-@ - « ae ae i bis 
eer: . 4 5 ' et 
ia yah : ‘ om a ie 
ra on j bere : + 
wy, y 5 oe a ‘. 
4 . 5 ig ae — 4 
. ree A , yy P ‘ ‘ 
oo . ie ¢ 5 he ee 
Hl ve . _ 
1 & : zh ' 7 
Adc ae ot a 
. ? 5 yee pape bn 3 
‘ 
Prcenerery = ee ‘ ‘ ' = eer Gerry teem eae Poviaii sabe \Hatne PT ee Lh Sey ee NA ie AMM eden Je in. SRG ie . 
+ - aie a 
Ye tN Fa Serie ai be us A — P| « 
- : ‘ i : 7 4 F : ci / & a 
Rea era Ms witt 3 a Pe TG . ‘ Feast Be ae ee 3 ¥ Fes ee * 
ade Brees, <r Slr te Wet a hota token ha: ee kia ia es § ee . © oe Bt 3 
ro eres iat: : de ee avi ae Pi Sek = oH Nb oe he 4 a of at ee 3 - 
ad Me Lt , . ? fe > 
tae . . md ; : n , ds, _ ey) 3.3 ta 2a ‘ i + ote One 
ots = § ae r ‘ ein 3 te at . . re Tr , ‘ aR id “- t. Oe 
, Ki aie p : . x . 
eS e o et t Ae - A Ue ae aa) 2% Ba, Aci, Ri ee a . ves ce r ‘ eS ee fr 
wae irs F a8 i <7 4, i ' 8 og ME, oy 6 Pat ate “tr 7 » wht ‘ Se a : . 
iy , s 
“eo ma . : ee eats. ; ray ae wi ae i Kea $ tre . rare a 
ee : rs , ‘ iy Ber Kase : ae Pa Oty ne ee. ns 5 kate ety eh aA Ps Oho 4 ie . : 
SD eee 7 ? ae 
os i ‘ ri eet) 


» 85 


SUMMARY TABLE 41, - INDEX OF SHIPMENTS OF SELECTED 
IRON AND STEEL PRODUCTS BY RAIL, CANADA, 
SELECTED YEARS, 1929-1948, 


Year : Index 
SL vitesiancetettracnteamannisdi 
1929 205.46 
1933 | 30.0 
1939 | 100.0 
1945 | 287.7 
1946 | LT a3 
1947 230.1 
1948 241.1 


Sources See Table Xilin Appendix A. 


Supply of Machinery and Equipment 


The achievements of the domestic machinery and equipment industries 
in the post-war period are notable, for they were accomplished in spite of a 
great many difficulties. Some of these were; 

1, A large number of firms producing today machinery and equipment 
serving peacetime purposes had been turning out munitions and war equipment 
only a few years ago, Many of these firms had to reconvert their plants fully 
or in large part before peacetime production could be commenced, The adjust- 
ment process covered a variety of industries and commodities: one firm which 
had been producing guns turned to electrical appliances, another turned from 
fuses to cash registers and accounting machines, a third from shells to railway 
rolling stock, a fourth from cartridge cases to kitchen equipment, a fifth from 
parts for tanks to farm machinery, a sixth from aircraft parts, jigs and 
fixtures to shoe machinery, a seventh from primers for shells te pens and 
pencils, and so the list goes on. All this could not have been accomplished 
witheut a great deal of engineering skill and managerial enterprise, both of 
which had been greatly increased by wartime technical accomplishments and 
experience gained in organizing mass production. 

ée Shortages of materials in raw, processed and fabricated stages, 
particularly items with steel content limited production, The iron and steel 
allecation priorities given to the machinery and equipment industries in the 


immediate post-war period and the ability to purchase specialized types of 
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equipment in the United States - at times at what was considered even by 
American firms as excessive prices ~ made the rapid readjustment process to 
peacetime production possible and assured a continuing expansion of output as 
leng as demand continued strong at prevailing prices, 

3. Shortages of labour, particularly skilled men and technical 
personnel, low productivity, high labour turn~ever, unattractiveness of heavy 
work even at high pay, strained labour-management relations in the light of 
the rapidly rising cost of living, were serious handicaps that had to be over- 
come in the effort to meet the orders for new machinery and equipment which 
were pouring in. In spite of the fact that the labour force in the iron and 
steel industry at the end of the war was generally abundant - having shrunk by 
about 40,000 men from its high level at the end of the war of 321,000 (see 
Summary Table 42) = shortages of skilled labour still persist. Although in a 
number of iron and steel trades there were by mid-1947 more men looking for 
skilled jobs than there were openings, many of these men did not meet the 
minimum requirements set by management in its search for greater efficiency. 
In some fields, like sheet metal workers, there were still three jobs for 
every two men looking for work (see Summary Table 43). 


SUMMARY TABLE 42, - EMPLOYMENT IN TH IRON AND STESL INDUSTRIGS, 
CANADA, SELECTED YEARS, 1929-1948. 


Year Number 
1929 142,772 
1933 73,348 
1939 121,041 
1945 321,719 
1946 249 , 279 
1947 260,635 
1948(1) 280 ,000 


a OEE ee 


ome SE barn ee 


Seurce: Annual issues of The Manufacturing Industries of Canada, 
and monthly issues of the Employment Situation, Dominion 
Bureau of Statistics. 


(1) Preliminary estimate. 
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SUMMARY TABLE 43. - NUMBER OF UNFILLED VACANCIES PER UNPLACED APPLICANT IN 
THE IRON AND STEEL AND RELATSD INDUSTRIES, BY TRADE OF WORKER, CANADA, 
JULY, 1946 = JULY, 1948, 


om ome cememe 7 


July 

Trade 1948 
Blacksiniths, Forgemen, Heat 
and Miechanical Treaters a: | 
Machinists, Tool. Makers and 
Diesetters 029 
Sheet Metal Workers 1.49 
Welders and Framecutters 29 
Patternmakers and Other 
Machine Shop Workers e041 
Foundry Workers - NMoulders 
and Core Workers 264 
Total Other Metal Working 
Occupations 036 
Unskilled Labourers 74 
All Trades 047 


Sources See Table XIII in Appendix A. 


Perhaps more than statistics the following comments suggest the woes 
of machinery and equipment producers trying to get the necessary skilled labour: 
"Moulding is hard, dirty work and, while up to $15 a day can be earned, men are 
not eager to enter this accupation. Men start but soon drift eff to other jobs. 
It costs the company $300 to train ene moulder. Moulders are desperately 
needed and company is willing to train them, but few apply. Metal pattern 
makers are also needed but these are more scarce than moulders,"(1) 

Impact of Demand Upen Supply - Machinery and Equipment 

Canada has traditionally depended on large imports of machinery and 
equipment frem abroad, When demand for capital goods of all kinds became 
particularly pressing following the end éf the war, Canadians found it 
impossible to obtain urgently needed machinery and equipment items from many 
of their pre-war suppliers, the United Kingdom, Germany, Sweden and Switzerland. 


Canada's preximity to the large industrial potential of the United States, 


an ee 


(1) The comments reflect the situation as of mid-1948, Information by 
courtesy of the Research and Statistics Branch, Department of Labour, 
Ottawa. 
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where the capitel goods industries continued at high rates of output after the 
war, made it possible for many a Canadian business man to purchase a machine or 
piece of equipment he could not obtain either in Canada or from his pre-war 
suppliers outsice the United States. These imports of machinery and equipment 
influence the domestic price level in two main ways. First, in so far as 
American prices are rising, these higher import prices become incorporated into 
the domestic price structure anc affect the movement in the domestic price level, 
Secondly, this high level of imports diverted some of the inflationary pressure 
from domestic to foreign sources of supply. There have in fact been complaints 
from American firms about Canadians being able to buy certain types of machinery 
and equipment they themselves had been waiting for. Another complaint not 
infrequently heard was that Canadians were outbidding American firms for scarce 
items, However, these complaints should be seen in their proper perspective, 
Canadian purchases of machinery and equipment were about 2 per cent of what 
the United States was spending on machinery and equipment for their own use, and 
even a smaller proportion of all machinery and eauipment produced in that country. 
While the overall impact of Canadian purchases on the American economy was hardly 
felt, except for the irritation of some American business men competing with 
Canadian purchasers, the increased flow of capital goods in the critical period 
of 1945 to 1947 meant a great deal of difference in Canada, For had imports 
remained at the 1945 level it is quite possible that the prices of many types of 
domestically produced machinery and equipment would have risen considerably 
faster than they did and would now be up as much as construction costs - which 
are about twice as high as in 1939 - instead of being 20 per cent lower (see 
Section III). 

As far as domestic supply is concerned, the strong demand for a great 
variety of capital goods has kept most segments of the machinery and equipment 
industry vorking at as high levels as has been possible to accomplish in the 
light of labour and material shortages, This state of affairs continues today 
in such fields as agricultural machinery, commercial vehicles, electrical equip- 
ment ,construction machinery, mining, logging, pulp and paper machinery and many 
gther types of capital goods required by the continued expansion of Canada's 
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secondary industries. But there also have appeared incications that some of the 
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machinery and equipment capacity of the country is not fully used, Tor example, 
in railway rolling stock and in shipbuilding (1) the existing facilities and 
available labour force could turn out a larger output but for the continuing 
shortages of steel plates and sheets. 

Keeping these special cases in mind, the overall situation of the 
machinery and equipment industry is one of demand still exceeding supply. 
Delivery dates for many types of machinery and equipment have somewhat improved, 
A survey of 31 machinery and equipment delivery quotations shows at the end of 
1948 as against the year previous an improvement for 14 items, an unchanged 
situation for 11 items, and a worsening for 6 items (see Summary Table 44),. 
Most machinery and equipment firms appear to have sufficient orders on hand 
to keep them busy for at least another year. The main worries continue to be 
labour and material shortages and low productivity. Few firms have as yet 
complained about a falling off of demand. The following observations are 
indicative of the attitude of most machinery and equipment producers: "le 
have sufficient orders on our books at present to keep us in full production 
for 12 to 18 months, We do not like to anticipate conditions any further 
ahead than that, but we believe that barring a major depression in the United 
States we can look forward to many years of high activity." ... "Providing 
material is made available we expect to have full employment for the next 
couple of years," . .. "Our heavy electrical equipment division is booked 


into 1952 (four years). Six months ago, it was 1951,"(2) 
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(1) Shivbuilcers are insistent that there is no business in sight for the 
industry beyond next year, The post-war backlog of orders has almost 
dwindled away. Foreign orders have been choked off because of develop- 
ment of shipyards abroad, Shinbuilders Ask Ottawa Help Pep Up Industry, 
The Globe and Mail, Toronto, November 15, 19/45, p. &, 

(2) Information by courtesy Kesearch and Statistics Branch, Department of 
Labour, Ottawa, 
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SUMMARY TABLE 44, = ESTIMATED DELIVERY QUOTATIONS OF MACHINERY. AND 
EQUIPMENT ITEMS GOING INTO THE DOMISTIC INVESTMENT PROGRAM(1), 
CANADA, DECEMBER 1, 1947 AND DECEMBER 1, 1948 


te ne ee ee ee ne a ee ee Ame a 


Item 
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Locomotives 

Other Railway Rolling Stock 

Heavy Industrial Equipment 

Smaller Installations and Equipment 
Machine Tools 


Mining Equipment 

Logging and Sarmill Equipment 
Road Making Machinery 

Ships and Equipment 


Tractors - 

Small Bulldozer Type 
Agricultural Types 

Other Agricultural Machinery and 
Equipment 

Automobiles - 

Passenger Cars - Popular Makes 
Light Delivery Trucks 

Heavy Trucks 

Buses and Special Heavy Motor 
Vehicles 

Electric Motors - 

Small Commercial Types up to 1 H.P. 


Larger Industrial Types 1 to 75 H.P. 


Large Installations over 75 H.P. 
Distribution Transformers - under 
200 XVA capacity - 

Standard Designs 


Special Designs 
Power Transformers - over 200 KVA 
and Including Heavy Standard Units 
Special Designs 

Electrical Switching Gear - 

Lower Voltages 

High Ratings and Special Devices 
Generators - 

Small, i.e, 300 watt 
Intermediate Types Imported 
Above 10,000 KW 


Steam turbogenerators - geared, 

up to 1000 KW 

Motor Driven Generators ~- 300 watt 
sets 

Motor Driven Generators - 150 to 
00 KY sets 
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Source: 
struction and Supply. 


(1) On the assumption of no change in allocation of steel. 
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In stock 
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Comments on Supply- 
Demend Situation 


Oo eee ee mn ne 


Unchanged 

Some tightening 
Slightly improved 
Unchanged 
Improved 
Slightly improved 
Unchanged 
Unchanged 

Excess capacity 
available 


Improved 
Unchanged 


Unchanged 

Some tightening 
Some tightening 
Little changed 

Some tightening 
Improved 


Improved 


Unchanged 
Improved 


Notably improved 


Slightly improved 
Unchanged 


Improved 
Slightly improved 


Unchanged 
Unchanged 
Slightly improved 


Slightly improved 


Unchanged 


Some tightening 


At mes ans er en roses 


Special compilation by Eeonomic Research Branch, Department of Recon- 


Gee aut ae f ie 
haw Pretec) 
Bs HORsemoay 
aie S Hegel! 
al dsk tars. 


me, 


i pare weie | 
, i ‘ nf ; foarte eee ray | 


ipatirie Pot g 


berselo aliviv 


yey uct ute 3 2 


te 
Eyt a LA iq 


Es yee " 


Pa 
ite a: : 


4 iy 
wedae ehhh 
Se Cy 

oleate:  Y, 


‘ 4 be Ny 


Romi Wiriaege 


cy amyerayt r se 


Peres tein + 


‘ J TY eindin BOO 
rotons vodiS hie 


hai roggoely 
PARQ oer uit 


Foren! xiwis 


peo mm Woh Lm ift p 


Or secs eo! 1 9 inte. ak 43 
yet CRTC! DETERS, 
“4 


Ber eraty ~: hartorme 


hon wt ee | 
Sey at 


Bunigy 
‘db i * pee 7 oy) | 
Batnedis id enot 


| 
. 
5 
i 
A 
| 
Pe ene vidal 


Brier: +90 ay, 


‘ia Rbesdaa) Wy 
Bai Peper, 


SO ee ee c cheer De Sate meme Sent a eee 
~ ~, a 
~~ 
- 
Sa 


en's 
‘, 
. 
4 APT abe oH 
Blan q K * Ol ahd tye ' 
: “t 
oY Ad Me 
bee my 
g a eG) ay] 
bs * 7 
a eae Tay 5 
' ry 
{ ir % 
} 
if 
i 
. 
¥ 
f meres: 
@ Paty ite EAE 
ft 
' yey eet 
{ Loa 
fhe Fett ial 
i al a at 
hy i 
ee 


Ee et OE TE 


a as ty 
bf i¢ y eG 
q 
a peel. oy pate 
\ Die ued mm a 
i Kote sie 4 
; HOWE TE 
: Ay St se 
: ofl, ” i x 
H } 

q “ % 
| is Ri 2mm) 8 
1 

ya 


ft 
« 
os 
= 
ae 


oe 


re oe ol diaper tegy Wy ey 


Sa 


* 
> 
e < 


en ee 


OE 


ae ee 


en ae Ae ep my a La af eT YS STE anes pn =a 


xl foci, aoe ee 
yi a ay 


‘heist et j 


| 
a 
Hoag: it a ni Mt ; a“ - 


gy 8 t of on etc 


— ws mee = - : P =~ . ° , : =. % 
sas = = — Pann : . J -. : 7 - . al 
- i - = F = ¥ 2 - . 

Fs a } == ; " = ——— - - ' : ——_ > " ‘ 2 hse. 

= = 2 a es -_ = ‘< «Kx a ee, = nn —_ xs ae i = 

ee eine cari aera acelin ae aa > no oan ee ; = 

E ’ : : ; = ee - a — is Ys = = — an 
= =~ — * = ae ae ———— > > - a = 
- aaa 2 * rs os = De E 7 
7 ; a . Fa 7 = _ — > a i —— P 
. - a os A ys = a . : 


et _& ca ee ot i © Ants 


ee po | 
bani + Snseme ten 


2 a Se IRS et a 


- oe eo = aren 
ati meee a yea 


aie ” Sy 


~ A) 


i el 


« Ol 


The significant factor in the inflationary pressures in the capital 
goods sector is the high level of investment demand. This high level of demand 
has led to a sustained and continuous pressure on supplies, and this pressure 
is being reflected.in increasing prices. A large increase in available supplies 
has come from two main sources: considerable increases in output by Canadian 
‘@eapital goods industries, and, in the earlier part of the post-war period, a 
rise in imports. Limits to the increase from these two sources have been set 
by extraneous factors, such as specific bottlenecks of labour or materials in 
the case of domestic production, and foreign exchange difficulties in the case 
of certain imports. However, but for the increase in available supplies, 
costs of capital goods could easily have been much higher than they are today, 
in the absence of an elaborate system of contrels. Further price increases 
in the capital goods sector of the economy would have an important influence 


on the general level of prices. 
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Tit. COST OF INViSTMENT 
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Price Determination of Capital Goods 


Why does it cost so much to build a plant today? Why are prices of 
machinery and equipment so high? Why has the volume of investment continucd at 
such high levels in the post-war period in spite of current high prices? In the 
light of the substantial demand for investment, how is it that capital goods 
prices have not increased even more? These are the type of questions most 
frequently asked in a discussion cf prices of investment goods in the post-war 
period and the effects of such priccs on business decisions. 

The factors affecting the level of prices of capital goods are quite 
Similar to those determining prices in other markets. Bricfly, there are many 
businessmen desiring to purchase new plants and other types of structures and 
installations, but there are just not enough men and materials available to 
build them. Orders for machinery and equipment are so plentiful and varicd that 
there is not the capacity tc meet all the demands at the same.time. This high 
demand relative to supplies leads in an uncontrolled economy to higher prices 
for these goods. The classical remedy to this unbalance is that output of these 
goods will be stimulated, and that higher prices will discourage marginal 
investment until prices stabilize at a pcsition where supply and demand are in 
balance again. The effect of higher prices on the amount demanded is different 
in the case of investment goods than in consumer goods markets. The factors 
influencing decisions to invest and decisions to consume require further 
discussion on this ‘point. 

Effect of Prices on Decisions to Invest and Consune 

Decisions on making a capital goods purchase depend cn what is 
anticipated fcr the future. When the businessman expects to get a high return 
in future years from making a specific investment expenditure, he will gc ahead 
with the project. In considering the possible rate of return he considers 
expected future carnings, the cost of the asset, and the market rate of interest 
on borrowed funds. In a buoyant period such as the present business cxpectations 
are so favourable that a high volume of investment is taking place in spite of 
the high prices. In fact, a businessman may even be willing to pay a higher 
price for a machine which he can get delivered at short notice instead of a lower 


‘ price for a machine with a delivery quotation of one year, This action is 
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frequently justified by good business reasoning. <A machine delivered in the near 
future will be working for the entrepreneur during the year he would be vaiting 
had he placed the order for the lower pricéd machine with oneeyear delivery 
quotation. In this time he would be making a profit which would in all likeli- 
hood more than make up for the difference in price. Thus, in days of scarcities, 
delivery dates may outweigh price consideration if the margin involved is not too 
substantial. Thinking in these terms, many a businessman considers high prices 
of capital goods no deterrent to expansion or improvement of his establishment 

so long as he is firmly convinced thet the business cutlock is good, that the 
investment will pay for itself and bring him a handsome profits 

How does the supplier of capital goods react to such a ouyer's 
philcsophy? The supplier discovers soon that the buyer is very anxious to get 
the capital equipment promptly and is willing to pay a premium for delivory. 
Unless the seller, for reason of his cwn, docs not want to profit from this 
Situation, he will demand a higher price than he would otherwise ask. In most 
cases he will get that higher price. The attitude of the seller of capital goods 
then becomes: "let's charge what the market will bears" In doing so he has a 
ready-made excuse. He probably lost money in the depression, when sales of 
capital goods were at exceptionally low levels. The time to make up for these 
losses is when the going is good. In effcct, he is trying to obtain a reason= 
able return for his investment, labour and vision over the period of a whole 
business cycle. 

What has been said about thc lesser significance of price as a 
determinant in purchasing capital equipment in good times applies also to times 
of low levels of cconomic activity. For the businessman will only purchase 
capital goods if he can expect thet the rcturns to be received, discounted to 
the present by the prevailing interest rate, will be such as to warrant making 
the investment. Since capital goods are durable and have a long life expectancy, 
replacement of capital goods can be postponed for long periods As a result 
ousinessmen will try to avoid making capital expenditures either for replacement 
or expansion purposes if the business outlook is uncertain and profit expectations 
are dim. In such a situation, cven if prices of capital goods are low, the 
entrepreneur who does not want to expand at thet time will not make an investment 
in the lizht of price considerations alone. The supplier of capital goods can do 


little to promote his sales simply by reducing prices. 
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fhe position of the person purchasing consumer goods is somewhat 
different from that of a businessman purchasing capital goods. A consumer buys 
a commodity or service because of the immediate (or near term) use which he has 
for it. Except with regard to the purchase of some consumer durables which may 
involve a large outlay on the part of the consumer at one time, he is not guided 
by what the future holds in store for him. (1) Decisions on consumer purchases 
are made in the light of the income available for spending, prices of the various 
consumer goods, and the personal consumer tastcs and preferences. Prices of 
consumer goods are a fairly important factor in influencing spending in periods 
of both high and low levels of employment and income. Most consumers have 
Limited means at their disposal.- less than 10 per cent of Canada's working 
population earns $5000 or more per year. Priecs of commodities, particularly 
in times of rapidly rising prices as at prbae are a major factor, if not 
frequently the determining factor, for the purchase, particularly if disposable 
income docs not increase at the same rate as consumer goods priccs. A consumer 
may not be willing to buy a certain commodity at prevailing prices. He may 
choose a substitute, or he may be willing to buy the commodity considored in 
the first instance at a lower price, if he can get it. The seller may pay 
little attention to-this while the going is good. But whtn sales drop he will 
consiccr ways and means to meet the buyer's necds. This leaves the seller of 
consumer goods a greater opportunity of increasing sales by bringing his prices 
down to a level where his goods will be within reach of a larger number of 
consumers. "Bargain sales" of consumer goods bccome customary. This is not 
the case for custom built capital goods. 

Relative Price Movemcnts in Consumer and Investment Goods 

Turning to how one would expect prices to move in the two sectors, 
it has been brought out earlier (Section¥I) that the volume of investment 
fluctuates much more widely than the volume of consumer expenditures. This 
important fact shows up in all long period estimates of gross national expene- 
diture for a wide variety of countries. Much literature in the field of business 
eyele theory has been devoted to a discussion of the various reasons for this, 
but for the purposes on hand it may suffice to point out that this grcater 
(1) As stated previously, purchases of houses arc treated the same Way as 


capital expenditures by business and are included under investment in 
durable physical assets (see Section I). 
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fluctuation in volume of capital expenditures, combined with the previous 
discussion on the effect of prices on decisions to invest, make wide fluctuations 
in the prices of capital goods over the cycle possible. Relatively higher prices 
for capital goods in a boom would be necessary to craw labour and materials into 
this field, but the high prices alone would not be Gnough to limit a high level 
of investment. Correspondingly, in a period of low employment and incomes, the 
low volume of investment would force prices and wages in the sector down 
relatively further than in consumer goods industries, but this alone would not 
stimulate investment. 

On the other hand there seem to be somewhat greater institutional 
rigiditics in prices and wages in the capital goods sector than in the consumer 
goods sector. Prices of certain basic materials like iron and steel products 
and cement tend to move slowly over the business cycle and price changes do not 
occur as frequently as in other commodities. Wage rates in the construction 
industrics move fairly slowly and certain of the skilled workers tend to resist 
wage cuts in a period of low activity. On the other hand, prices of certain 
consumer goods like food fluctuate much more widely over the business cycle 
and price changes occur more frequcntly. It is difficult to generalize on the 
relative importance of these institutional rigidities in the consumer and 
capital goods markcts, but by and large and in the main it would seem that there 
is greater flexibility in consumer goods prices than in capital goods prices. 

Before turning to the statistical evidence to see how these relative 
prices have moved, certain other differences in the markcts for these two main 
types of goods should be noted. 

The degree of standardization in type of goods differs for the two 
markets. A large proportion of capital goods is custom made. Manufacturing 
plants, utility installations, mining structures, office buildings, warchouses 
and cold storage facilitics are rarely duplicated. Heavy types of machinery and 
equipment as used in the mining, newsprint, steel and many other industries are 
made according to specifications. On the otner hand, a large number of consumer 
goods are standardized and allow the application of mass production techniques. 

The purchaser of consumer goods has a larger choice of substitution 
between one aommodity and another than the purchaser of capital goods. Ifa 
consumer cannot afford beef he may buy lamb, or if he has not got the mcans for 


a $5.00 shirt a $3.00 shirt will have to do. A textile manufacturer who needs 
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a modern power loom cannot substitute for it an old fashioned power loom or even 
a hand loom if he finds the modern power loom expensive. Either of the two 
second choices would defeat the purpose for making the investment = to increase 
the capacity of his plant and the efficiency of his production and to turn out 
more goods to get his share of the high demand for consumer goods prevailing. 

The number of manufacturers of consumer goods tends to be larger than 
the number of suppliers of producer goods. Because large funds are required for 
capital goods production, manufacturers of heavy machinery and equipment, and 
firms cngaged in the primary and intermediate production stages preceding the 
completed product are relatively few in number. In cases of specialized cquip- 
ment there may be only one, or just a handful, of Suppliers in Canada. Consumer 
goods, on the other hand, are usually small items and many firms with moderate 
means can try their hands in this field. Of course, there are exceptions to 
this, as in the manufacture of some of the consumer durables, but competitions 
in these fields has been stcadily increasing. 

The following quantitative analysis should be considered against the 
background of these general observations on the market for investment goods, 

tix and the effect of prices in this sector on decisions to invest, 
Components of Invcstment Gosts 

When price of capital goods in times of pressing demand like the 
present is not always the major detcrminant in making a sale, it is under- 
Standable that the costs of creating the capital goods will creep up at a faster 
rate than they otherwise would. Managerial effort is not at its best when the 
seller knows he can recoup any loss in efficicney from the buyer. If the 
producer of capital goods through a shrewd appraisal of thc market succeeds in 
increasing his profits considcrably, industrial labour, which is widely 
organized, particularly in tne capital goods industries and associated ficlds, 
will be pressing for higher wages. Since the entrepreneur has good reason to 
expect tiat he will be able to pass on any additional labour costs to the 
purchaser of capital goods, he will show less resistance to wage demands than 
he would otherwise do. As a result there will be fewer strikes and less 
interruption of work (see Summary Table 45). The seller will fear pricing 


himself out of the market less than the well-informed producer of consumcr goods. 


Dow ook te antes wort 
| bot & fant ae “d's 


4 j 
ue 


* rise at lie uabsecioves aud 3 | 
} 


ih. a Did ie Pra ; ult oy 
. p genta. ae, ghovg Gon ano “na elias iigts vi 


- % 


rr 
; 


ey 
rh, 


ih ly 


bans Stiarel ed of Bho: a Bad be mommies 


Re Gertyoo: ara 2 sierge't Hel RAHN G00 abou + 


Pets é PUES oe fai A YRS Bes hai ee. ae w es he 


Mee thc got avpaAly sed euibon odetboncain ie , yetag 


me tary D), ee Ts tnaqe "243 awe ML, karan ase ar a be 
wonte)  .anoaet AY ehulfeawe te pti’ aoa 2 sent, 0 
Rekawobn: dieite wnxtt cud Sete emer Sfeme. wah age he! teat: 3 


Sails a. 


a} aredddvory wee dooldt yoRteee ‘io cA ont” nis a soa att ‘ 


mea FE OURS fort’ won ora | “oovarie: ahe te, nee Ye Z vrlanunegerti: 
see roel he (ait eonaed bhi abu io 4) 
Gi Pwikand boxvoshegen ag ee ay vate lla satratiok | 
~2oens seieteeyel i'l Fue Ge OD eee esr vvac: alg ons . 
PT BONS oy ees a mS He sett etet ak soley hake 


Pee i ee it ered wh 


any PUT eat Lah vets ve Ge 


. ny reas 

| , fides Page, PT a a ee 

it wit leah tteeiig he mrolke ae, bee patie te erie | 
eee * fry te i 3 . af 7 afd «! Fe Lie Pele anes ey iN Hai 

: . : 7 Hf wel pak Pid ami 
BLE Si; i ri a ILS eee ged reno 7 a iz pk ree ‘i ei alt 
} 1 Mh 
; D a i ay 
i 4 4 Bae ‘ ¥ . hs . es t “h. , i : 

tat (Oe CR) BIE TR FO Bl OI y ateeganet shtuow on w90 


vv W fi 


Nie 


: i é es . pat” ¥ ‘ ' i 
5. Te steed ide moet Goes ar ‘eek aan, ‘wie qwonie a q 
' i " el P 
BA shussope; faite oft ta feats sited # dees wom 


biw ab cette comotad Cabeiod pikes eae 


Sees? Git oct Sie gotydewhad whioey  haiaae it at wh | 
i Bie cst cor) Sate at eles oe ¢ 7 ii ae ore “oye | aoe 
Behh a? ederes “lee sreeeny, Ze he oes a Bir a oy 

phate 2B gor Jai Ot Noted hie vata ‘uit shee oi “ 

fk fue” Qh beba owe ma ale ot stdaus @ 


he. 1 iv ry": 
Miko see? Sipe voter bet 


Pe tunahoh ke ‘Lamour ety idee no ted bo 


a C= 


SUMMARY TABIE 45.- MAN-WORKING DAYS LOST THROUGH STRIKES PER THOUSAND 
PERSONS EMPLOYED, CONSTRUCTION INDUSTRY AND ALL NON-AGRICULTURAL 
INDUSTRIES, CANADA, SELECTED YEARS, 1929-1948. 
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All Non-Agricultural 
Industrics 


Construction Industry 
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Source: See Table XIV in Appendix A. 


Analysis of what makes overall costs of capital goods go up or down 
is therefore best conducted in terms of the major components which contribute 
to total investment. 

Construction ~- Machinery and Equipment 

Investment in durable physical assets is made up of two large 
components: outlay for new construction (including major improvements and 
alterations) and purchase of machinery and equipment. In 1947 and 1948 new 
construction made up 57 per cent of total investmcnt in durable physical assets, 
and machinery and equipment 43 per cent. The ratios for 1929 and 1939 are about 
the same. 

The situation however was different in the middlic 'thirties, when 
private investment activity was at a particularly low level, and in 1945 and 
1946, the immediate period of post-war readjustment. The ratio of construction 
to total was 67 per cent in 1933. This is mainly accounted for by a change in 
the composition of the investment program, with investment by business falling 
at a more rapid rate than investment by government. Most of the investment 
projects by government are construction projects, with comparatively little 
purchases of machinery and equipment. As a result, construction comprised a 
larger portion of total investment expenditures in 1933 than in cither the 
earlicr or later periods. In effect, this means that the impact of the declines 


in demanc hit machinery and equipment industries cvcn more than the construction 
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During 1945 and 1946 construction expenditures made up between 61 and 
63 per ccnt of the total (ste Summary Table 46 ). This was a period of rapid 
industrial expansion, reconversion, modernization and expansion of plants. The 
larger proportion of investment expenditures going into construction suggests 
two different sets of conditions prevailing at that time: (a) a number of plants 
had to be built first before machinery and cquipment could be purchased; and (b) 
the construction industry found it easier to expand to cope with the rapidly 
increasing demand than the machinery and equipment industries, which needed more 
extensive installations and adaptation of their plants. 

SUMMARY TABLE 46. - NE CONSTRUCTION EXPENDITURES AS A 
PROPORTION OF TOTAL INVESTMENT IN DURABLE PHYSICAL ASSETS, 
CANADA, SELECTED YEARS, 1929-1948 


EERE SESS SRE ete Sree onan yee, ee en Te Te 
Year Per Cent 


L929 
1933 
3939 
1945 
1946 
1947 
1948 


wee 


Source: Estimated by the Economic Rescarch Branch, Department of 
Reconstruction and Supply. 


Construction + Matcrials, Labour, Overhead and Profits 

Construction costs by themselves are a composite item, falling into 
Several major components, which in this study are separatod into three groups: 
(1) construction and building materials costs, which include the purchase of 
matcrials, transportation of materials to the site, and their storage; (2) on- 
Site labour costs, which include salary payments to the supervisory staff, wage 
payments to the onesite labour force, hire of machine operators, and social 
Security payments for the on-site labour force (Unemployment Insurance and 
Workmen's Compensation); and (3) overhead and profits, which include job overhead 
(eege depreciation on owned machincry, fuel and lubricants, plant repairs, and 
perishable tools), office overhead (e.g. salarics of engineers and draftsmen, 


rentals and telephone), and remuneration and profits of builder or contractor. 
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For an adequate analytical appraisal, it would be desirable to Separate overhead 
costs from profits, but statistical evidence on a national scale on profits alone 
is so Scanty as to make a separate trcatmont of this item in the present state 
of knowledge a difficult undertaking, 

Depending on the type of the construction project, the ratios will vary 
greatly. Evidence available for twenty seven different kinds of construction 
projects assembled in Table KV (Appendix A) indicates tae following ranges: 
matcrials, 38 = 60 per cent, labour, 34 - 45 per cent, overhead profits, 5° = 22 
per cent. 

A survey of the operating records of twenty large construction 
companies yielded the ratios of overhead and profits to gross sales, as shown 
in Summary Table 47). 

SUMMARY TABLE 47. - OVERHEAD AND PROFITS AS A 


PROPORTION OF GROSS SALZS OF CONSTRUCTION COMPANIES, 
CANADA, SELECTED YEARS, 1929-1946 


Per Cent 
1929 10.2 
A902 Sea 
1939 10.6 
1945 10.7 
1946 Jel 
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records of construction companics by courtesy of the Department 
of National Revenue. 


Since the sample is based on large corporations, it is likely that 
the ratios shown would be somewhat low for Canada as a whole. Large companies 
would have a greater volume of work on which to charge their overhead than 
Smaller businesses and would also include an amount of sub-contracting work in 
their operating expenses which could in turn be subdivided into labour, materials 
and overhead and profits. The latter should be added to the ratios in Suimary 
Table 47 in order to obtain total operating profits and overhead for construction 
work performed. Data publishcd in Taxation Statistics 1948 yield a ratio of 12.7 
per cent for non-corporate construction business in 1946. This ratio is based on 
net profits plus proprietor's salary only. The ratio for complete operating 


profit and overhead to gross sales would therefore be somewhat higher. 
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Allowing for the above mentioned factors the following ratios are 
believed to approximate the national average in 1946: materials, 50 per cent, 
labour, 37 per cent, and overhead and profits, 13 per cent. The same ratios 
are used in analysing 1948 construction work, since no information to the 
Contrary appears evident, 

A case could be made for suggesting that the overhead and profit ratio 
in 1948 is likely to be higher than the one shown above. However, it should be 
noted that this ratio excludes speculative profits by land developers and house 
builders, where considerably higher profits occur, not all of which could be 
charged as profits of the construction industry. There are, also, some off- 
setting factors which would suggest tiet the profit and overhead ratio has been 
levelling off in the construction industry in the course of the last year, One 
reason is that overhead costs do not rise pronortionately to sales, It is 

herefore possible for profits to be relatively greater in 1948 than in 1946, 
with the overhead and profit ratio remaining the same. Another reason is that 
some contractors have shown a willingness in 1948 to bid on a firm contract 
basis, This would indicate that they are counting on a levelling off of con- 
struction costs, Until recently it has heen vell nigh impossible to obtain firm 
bids from contractors, 

Machinery and Equipment - Domestic and Foreign Produced 

In 1948 exnenditures for fully manufactured machinery and ecuipment 
imported from abroad, valued at the Canadian border, are estimated to involve 
27 per cent of total expenditures on machinery and equipment in this year (see 
Summary Table 48). This ratio is notebly lover than the corresponding ratios 
for the years 1945 to 1947, The achievement in 1948 is mainly due to deliberate 
Government policy in restricting imports of investment items to projects and 
undertakings vital to the efficient overation of the Canadian economy (see 
Section VI), although it may be partly due to a tightening supply situation in 
the United States. ‘hile the ratio of foreign impnorts to total machinery and 
eguipment investment thus has been declining it must be remembered that the 
overall Cenadian investment program has been rising rapidly. In both value and 
volume terms Canada has been importing more machinery and eouinment during the 
last two years than during the preceding tvo years (sce Table X Appendix A). 
First signs of a possible improvement in the importation of capital goods from 
Countries outside the U.S., mainly the United Kingdom, have appeared in 1948, 
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but actual imports so far received have not been in sufficient volume to affect 
the ratios shown above to any significant extent. 
SUMIARY TABL= 48, = VALUE OF FOREIGN COMPLETED MACHINERY AND EQUIPMENT 


AT CANEDIAN BORDER AS A PROPORTIC!! OF TOTAL CANADIAN EXPUNDITURES 
ON MACHINERY AND EQUIPMENT, CANADA, SELOCTED YEARS, 1929-1948 


NS TN ct CO LE EE A ca ERR: Meee Ieee 


aia Per Cent 
1929 24 
1933 7 
1939 25 
1945 39 
1946 35 
1947 33 
1948(1) . 
Mee. Ge ce un dwendix k,n ee ee 


(1) Based on first ten months of 1948, 


Handling Costs 

Domestic handling costs are added to foreign capital costs, They cover 
three main items, import costs, transportation costs from the border to the site, 
and dealer mark-ups, including agent commissions, Of these three items two have 
been relatively stable: until the freight rate increase of 1948 there was no 
significant change in prevailing rates in the period uncer review; dealer marke 
ups, including agent commissions, are usually expressed as a proportion of 
acquisition costs of imported machinery and ecuioment. No significant change in 
this ratio is believed to have taken place since the end of the war, although the 
possibility that some of the importers (dealers and commission agents) have taken 
advantage of a tight supply situation in -he machinery and equipment field to 
make additional profits cannot be ruled out. No statistical measurement on a 
national scale of transportation costs of machinery and equipment from the border 
to the site anc mark-ups of Canadian middlemen are available, but from informed 
Opinion in the trade it anrpears that such hancling costs may vary from some 3 
per cent for transportation costs, if the purchaser acquires capital goods 
directly from the American producer or dealer, to 50 per cent of capital costs 


at the Canadian border, when the purchase involves the markeups of a Canadian 
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dealer or dealers and haulage over a long distance. Taking account of the fact 
that a large portion of heavy and special types of machinery and equipment is 
purchased cirectly from U.S. suppliers, thus eliminating a middleman's profits, 
Canadian hancling charges, covering tr ansportation costs anc dealer mark-ups, 
including agent commissions, of imported machinery and equipment are believed to 
be of the order of 20 ver cent of the value of foreign manufactured machinery 
and equipment brought in from abroad, 

The third item of handling costs, called bri efly "import costs," has 
proven a more variable item. It covers duties, sales, and other indirect taxes, (1) 
Import costs presently add about 10 per cent to the purchase price of imported 
machinery and equipment. This is considerably less than the proportion in either 
the immediate post-war period or before the war, A reduction of indirect taxes 
is mainly responsible for this (see Summary Table 49), 

SURUIARY TABLE 49, = IMPORT COSTS AS A PROPORTION OF VALU® OF FORTIGN 


COMPLETED LLICHIr ERY AND EQUIPMEL-T AT CANADIAN BORDER , 
CANADA, SELECTED YE SARS» 1929=1948 


Year Per Cent 
1929 18 
1933 32 
1939 20 
1945 se 
1946 11 
1947 10 
1948 10 
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Source: Estimate prepared by the Economic Research Branch, Department of 
Reconstruction and Supply. 


Domestic handling costs of foreign manufactured machinery and equipment 
currently represent 30 per cent of the value of imported capital goods, or 9 per 


cent of all Canadian expencitures on machinery and equipment, 
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(i) No allovance is included in this item for exchange variations between the 
Canadian and the United States doller since this must of necessity be 
allowed in translating the purchase price into Canadian dollars, ‘lowever , 
it should be noted that exchange as well as taxes is an important item in 
recucin; price fluctuations of imports for Canadian producers (see p. 113). 
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Domestically Produced Machinery and Equipment - Production Costs and Handling 
Costs 

Handling costs for domestically produced machinery and equipment are 
of the same kind as those for forcign manufactured machinery and equipment, with 
the exception of import costs. However, changes in the rate and incidence of 
indirect taxes on machinery and cquipment would affect the price of the capital 
goods to the purchaser. By mid-1948, indirect taxes on most domestically 
produced machinery and equipment had been taken off. 

Again no national statistics are available for handling costs of 
domestically produced machinery and equipment. It is claimed that on an average 
they arc likely to be a little higher than those attached to imports of machinery 
and equipment. The main reason given for this view is that domestic production 
of machinery and equipment includes a large nunber of smaller items many of which 
go through the hands of Canadian distributors. A national ratio of one-third of 
costs of domestically produced machinery and cquipment is considered an appro- 
priate allowance for transportation costs and dealers! markups, including agent 
commissions, and any indirect taxcs that may still be left (e.g. offiec equipment) 
In the. absence of a more definite statistical measurement, such a ratio can only 
be sugg.stive of what goes into intermediate costs. The ratio remains tentative 
until better evidence becomes available. 

Dumestically Produced Machinery and Equipment + Materials, Labour, Overhead 
and Profits 

The latest figures available on a national basis covering individual 
industrics are from the Census of Manufacturing report for 1947. The following 
range of ratios is obtained: materials, 33 to 61 per cent, labour 27 to 45 per 
eent, cverhead and profits, 4 to 33 per cent (sec Table XVI Appendix A). Taking | 
account of some improvement of the profit possibilitics of machinery and equip- 
ment companies in 1948 as compared with 1947, the following national ratios 
appear to be reasonable for 1948(1), Average ratios for 1947 are shown in 
brackets: materials 43 per cent (44 per cent), labour, 32 per cent (33 per cent), 


overhead and profits, 25 per cent (23 per cent). 


(1) A check of these figures will not be possible until 1949, when the results 
of the Census of Manufacturing for 1948 are expected to be available. 
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The role of overhead and profits as a factor in the ultimate sales 
price set at the producer level suggested by the above ratio, approximates the 
peak conditions of 1929, Overhead and profits, and particularly the latter, in 
1948 make up a larger proportion of costs than they did in the 'thirties or the 
immediate post-war period (see Summary Table 50), 


SUMMARY TABLE 50, =~ OVERHEAD AID PROFITS AS A PROPORTION OF DOMESTICALLY 
PRODUCED MACHINERY AND EQUIPMENT, CANADA, SELECTED YEARS, 1929-1948. 


eee SE es coer 


a ee ee ee oe 


Year Per Cent 
1929 2h, 
1933 20 
1939 21 
1945 23 
1946 22 
1947 23 
194.8 25(1) 


Sources See Table XVI in Appendix A, 
(1) Preliminary estimate. 
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Taking account of the various ratios established above, the total costs 
ineurred by Canadian business and other agencies in investing in machinery and 
equipment are made up in the manner described in Summary Table 51 below, 


SUMMARY TABIS 51, + DISTRIBUTION OF EXPENDITURES FOR MACHINERY AND 
EQUIPMENT, CANADA, 1948 


item Per Gent 
Domestically Produced Machinery and Equipment 
Production Costs 
Materials (1) ras 
Labour ee 
Overhead (2) and Profits 12 
Sub-total LS 
Handling Costs 16 
Total 64 


Foreign Produced Machinery and Equipment 


Sales Prices at Canadian Border 27 
Canadian Import Costs 3 
Canadian Handling Costs 6 

Sub-total 9 

Total 36 

All Machinery and Equipment LOO 


Source: Estimated by Economic Research Branch, Department of Reegonstruction 
and Supply. 

(1) Seme of these materials would be imported, 

(2 Some of the supplies, o.g., fuels included under overhead would be 
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Construction Cost Trends 1929 - 1948 

How high have construction costs risen betiveen 1939 and mid-1948? The 
answer, in approximate terms, is: more than double. Compared with 1929, mid- 
year 1946 costs are up about four-fifths the levol prevailing at the peak of the 
last investment boom. The most significant price developments, however, took 
place in the last ten years. 

Wholesale prices of construction and building matcrials rose 118 per 
eent from 1939 to mid-1948. Wage rates of construction and building labour 
increased in the same period by 71 per cent. Using a weight suggested carlier in 
this study of 50 for materials and 37 for labour (see p.100), the combined 
material and labour index snows an increase of 97 per cent. 

At a first glance these inereascs appcar large, but on examination it 
is found that they are more or less in line with increases in the earnings of the 
average Canadian and with rises of prices and wages in other segments of economic 
activity in Canada. More scrious, however, is the decline in labour output, 
Operating and managerial efficiency, and increascs in supplementary charges, which 
are discussed later on. 

Total salaries, wages and supplementary labour income, including 
military pay and allowances, amounted to $2.6 billion in 1939, and rose to $7.1 
billion in 1948. If allowance is made for chaiiges in the labour force, per 
capita dollar carnings increascd 145 per cent between 1939 and 1948. 

A comparison of wage rates for five major industrial groups shows that 
the incrcases that occurred bew'veen 1939 and 1948 ranged from 69 per cent 
(transportation and communication) to 115 per cent (logging), with mining 
83 and manufacturing, the larzest group of employment, showing an average 
inercase of wage rates of 110 per cent. Wage rates of the construction worker, 
with a 71 per cent increase, were considerably below the general average of 94 
per cent. Earnings of construction workers, however, have risen more rapidly 
than wage rates would suggest, because of the fact that construction workers in 
times of high levels of employment work a greater number of hours and increase 
their carnings from prevailing wage rates by overtime and holiday work, with 
rates one and a half times to twice the prevailing rates, In addition, the 
fairly common practice during the war and imicdiatc post-war period of paying 
Skilled workman wages toisemi- and unskilled construction workers contributed to 


the incrcase in the average annuel earnings. 
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Wholesale prices of various commodities inercased between 62 per cent 
(iron and its products) and 133 per cent (wood and its products and paper). 
Building materials, shoving an increase of 118 per cent, were placed between 
these two extremes and were moderatly above the increases of the all-commodity 
wholesale index covering over 500 commodities, which shows an increase of 102 
per cent (sec Summary Table 52). 

SUMMARY TABLE 52. = INCREASES OF HOURLY WAGE RATES FOR SELECTED GROUPS 
OF INDUSTRIES, OF WHOLESALS PRICES OF SELECTED COMMODITIES, AND OF 
COST OF LIVING, CANADA, 1939-1945, 1945-1948, 1939-1948. ° 


(In Per Cent) 


ae 1939-1945 1945-1948(1) | 1939-1948(1) 


Wage Rates in Industry. 


Logging 53 4,0 115 
Manufacturing Le? 43 110 
Mining of 34 83 
Construction 34 31 71 
Transportation and Communication 29 31 69 

General Average A2 oT 9% 


Wholesale Prices of Commoditics 


Wood and Its Products and Paper 52 eb. Lh 
Animals and Their Products 45 58 128 
Building Materials 42 54 118 

Fibres, Textiles, and Their 
Products pil 69 122 
Iron and Its Products 19 36 62 
All Commodities 37 47 102 


Cost of Living 
Food 32 51 100 


All Consumers! 6ommodities 25 43 719 
Total Index of Consumers! 
Commodities and Services 18 ah aS 


Source: Sec Table XIX in Appendix A. 
~{1) ‘Jufy, 1948. 


The increases in prices of building matcrials and wage rates of 
construction labour which oreurred since 1939 are of about the same magnitude 
as those that occurred during anc after the first World War. Between 1913 and 
the middle of 1920 - when prices turned dowmvards - wholesale prices of building 
materials rose by 115 per cent. This is slightly less than the increase of 118 
per cent which occurred between 1939 and July, 1948 Wage rates of construction 
labour, hovever, were faster in their upward movement during and after the first 
World War (81 per cent) than during and after the second World War (71 per cent). 
._ apart from the difference in the price pattern and the degree of controls 
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that were in existence during these two periods, there is another important 
difference in terms of the outlock. By April of 1920 prices in the construction 
field had pretty much reached their peak and a downturn set in, slowly at first 
for the remainder of 1920, but more rapidly in 1921. By mid-1948, ibeianee, 
prices of building materials and wages of construction labour were still on the 
upturn, and a continuance of the trend in the immediate future scemed indicated. 

The claim is frequently made that the lifting of construction control, 
which occurred in December, 1945, and the gradual decontrol of priecs of materials 
and earnings in the early post-war period caused prices of building matcrials and 
wage rates of construction workers to rise very rapidly, quite out of line with 
increases in other fields. This view is not supported by available evidence. 

Increases of wage rates in five major industries and wholesale prices 
of five major groups of commodities discussed above are shown separately for tyro 
periods, the war period, 1939 to 1945, and the post-var period, 1945 to 1948 
(see Summary Table 52). 

Construction wage rates during the war period increased 31 per cent, 
compared with the general average of 42 per cent, and the minimum of 29 per cent 
for transportation and communications and the maximum of 53 per cent for the 
logging industry. In the post-war period increases of construction tage rates, 
with 31 per cent, share with the transportation and communication group the place 
of smallost increases, 6 per cent below the general average of 37 per cent, and 
15 per cent below the maximum increases of 43 per cent which occurred in 
manufacturing. 

materials 

While wholesale prices of building/increased more rapidly than wage 
rates of construction labour, the increases that did occur during cither the war 
period or the postewar period were not as high as incrcases that have occurred 
in other fields. For example, during the war period building material price 
increases of 42 per cent were exceeded by price increases of animals and animal 
products, 45 per cent, and wood and its products and paper, 52 per cent. During 
the post-war period building matcrial inoreases of 54 per cent were execeded by 
increased prices of animals and animal products of 58 per cent, and fibres, 
textiles and textile products of 69 per cent. In both periods, costs of building 
Materials wore above the general average, 5 per cent. in tho former and 7 per cent 


in the latter period. 
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This evidence suggests that increases of wage ratcs cf construction 
labour and prices of building maturials were well in line with general wage and 
price increases that occurred during both the war and immediate post-war periods. 
If these two cost components were the only determinants of the ultimate price 
paid by the purchaser of a construction or cthcr type of product there would be 
no justification for the claim that construction costs are today considerably out 
of line with other costs... But since there appears to be some justification for 
the claim, there must be other factors which contributed towards raising the 
final cost of the construction product above the increases that have taken place 
in consumer goods. . The question is: What are these factors and how significant 
are they? 

Four main factors have become apparent: (a) decline in labour 
efficioncy, (b) decline in operating efficiency, (c) decline in managerial 
efficiency, and (d) substantial profit increases. 

(a) Decline in Labour Efficiency. Output per construction man-hour 
has consistently declincd between 1939 and 1946, with the first signs of 
improvement becoming noticeable in 1947 and 1948. The most commonly quoted 
example is that of the bricklayer, whe now lays on an avcrage 300 bricks per 
eight hour working day, as compared with 500 bricks or better in pre-war days, 
or a d-cline in output per man-day of a least 40 per cent. . There are several 
reasons for the decline in output per construction man-hour: 

(1) construction workers, particularly skilled tradesmen are growing 
older, and there are no adequate replaecments. (1) This gradual aging process, 
with resulting decline in efficiency, is mainly due to the fact that the number 
of younger men being trained in the construction trades has with few exceptions 
been consistently small in the past, and has been insufficient to previde 
replacements for tho older men leaving work. Somc spced-up in training methods 
and a larger flow of construction apprentices have taken place in the post-war 
period, (2) but even this inprovement has been insufficicnt to mect tae needs of 


the industry. 


(1) For quantitative cvidence, sce Manpower and Material Requirements for 
a Housing Program in Canaca, Department of Reconstruction and Supply, 
Ottava, 1946, pp. 32 and 34. 

(2) Housing in Canada, July LAS » Central Mortgage and Housing Corporation, 
Ottava, ppe 19 and 67, and preceding issucs. 
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(2) Because of the lack of a sufficicnt number of trained craftsmen 
and increased employment opportunities in the construction ficld arising during 
the war and post-war period, these vacancies wore filled by scmi- and unskilled 
construction labour, claiming and obtaining wage rates of tradesmen. This @ilutic 
dilution of the construction labour force made a decline in output per average 
construction man-hour unavoidable. 

(3) With a standardization of prevailing wage rates and ample employ- 
ment opportunities there did not appear during the war ycars and imnediate post- 
war period any specific incentives for construction workers to work particularly 
hard. If thoy did not meet the standards set by one employer they could casily 
find other jobs. It wag not until 1947, with the realignment of the labour force 
from war to peacetime purposes completed and a significant increasosof the con= 
struction labour force that it was occasionally possible for builders or 
contractors to fire incompetent building mechanics or to treat an unskilled 
construction workcr as a common labourer if his claim for full craftsmanship was 
not warranted. But even at present manpower shortages are still scrious cnough 
to leave management in the construction industry little opportunity in assembling 
an efficient labour force. (1) 

(b) Decline in Operating Efficicney. This was mainly the result of 
Shortages of construction and building matcrials. Frequently building materials 
ordered did not arrive at the site on time and workmen were kept waiting. Their 
wages had to be paid because contractors and builders could not afford to dismiss 


the men in the interim. Had they done so thcy would have found it difficult to 


i) The complexity and variety of the causcs tiat have lod to the gcneral 
decline in output in a nunber of industrics has appropriately been pointed 
out by emphasizing that the problem is not solely one of lack of personal 
effort, nor is it peculiar to capital goods industrics only. "A lowering 
of productivity below the pre-war level has occurred in other industries 
cving in some measure to common factors arising from the changed ccononic 
and social conditions of the post-war world. Before the war, labour and 
materials were generally plentiful in relation to the volume of work under- 
taken, and the fear of dismissal acted as a powerful incentive to individual 
effort. Since the war, the position has been reversed; unemployment has 
given place to over-full enployment and jobs have competed for manpower 
and materials. The quantity cf orders placed has tended to create an 
excessive load upon resources, and in the result productivity as measured 
by output per head has in some industrics been adversely affected. Too 
many orders have been chasing tco few workers and materials," (The Cost of 
Housc-Building, First Report of the Committee of Inquiry appointed by the 


“se 


Minister of Hcalth (United Kingdom), London, 1948, p. 37). 
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assemole the labour force again vhon the materials arrivec. On othor occasions 
a low priced type of building material comnonly used in construction was un- 
obtainable and had to be replaccd by a higher priced article. For example, a 
copper pipe would be used instead of an iron pipe, doubling the cost cf this 
particular item, or, in the days of the nail shortage, a keg of nails costing 
three tincs the domestic price would be imported from the states. (1) 

(c) Decline in Manogcrial Efficiency. This was mainly due to the 
entry of a large number of new building or contracting firns, particularly in 
the post-war period. Construction activity was high, there was plenty of work 
available, and users of construction products were willing to pay high prices to 
get their work done. As a result, a nunber of new entrepreneurs. entered the 
field. Many cf them had little previous experience, but hoped for high profits 
in the construction boom under way. This type of builder, having neither the 
experience not the means at his disposal to organize construction projccts 
efficicntly, would offset in part the increasing efficiency of some cof the older 
established firms, with the result of depressing the average managerial efficicney 
in the constructicn ficld. As Summary Table 53 shows, the number of construction 
companies subject to income tax increased by abcut one-third fron 1944 to 1946 
and more are reported tc have entered the ficld since. 


SUMMARY TABIE 53. = NUMBER OF CONSTRUCTION COMPANIES 
SUBJECT TO INCOME TAX, CANADA, 1944-1946. 


rn ee eS LC a re cee ere ees en me ee 


oes ew. a 


Year _ WNunber of Companies a 
= we 509 
1945 908 
| 1946 1,068 
1944-1946 percentage increase an 
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Source: Sce Table XXIV in Appendix A. 


Bb. To ceive an example of the ecneral coments made on this point: "Onc of the 
reasons building is so much inore expensive than it was before tae war is the 
marked jump in the price cf cement. In 1938, cement sold for 71; ccnts, as 
compared to the current price of 97s cents a bag. But that isn't all. The 
stuff is so hard to get that some dealers import it from the United States, 
chiefly from Buffalo. This involves paying a heavy duty to bring it into 
Canade, and a dealer, in order to make any profit at all, must scll it 
around $2 a bage That, at least, is the cxplanation of an official of one 
of Torcnto's largest building supply companics, who adds: ‘Uninformed buyess 
bight juup to the conclusion that such a disparity in prices indicated a 
black market in cement, but it is obviously not so'." From an article "Up 
Goes Coment, Supply so Short Buying it in U.S." Globe and Mail, Toronto, 
October 19, 1948. 
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(a) Substantial Profit Increases. As indicated previously, national 
figures on profits of the construction industry are very scanty. In many cases 
of smaller entrepreneurs only incomplete rccords are kept, and profits of large 
firms which keep good reccrds are not always ropresentative of profits made by 
smaller builders. From the bits and picces of information available the following 
observations can be made; 

If profits had risen between 1939 and 1948 as much as materials and 
wages they would be up about 97 per cent over 1939, as indicated by the weighted 
matcrial-labour index. However, in the construction industry the mark-up for 
overhead and profit is generally applied to the final operating costs of the 
contractor. This means that he gots a profit mark-up on the cost involved to pay 
for the decline in efficiency noted above. It is also claimed that vith the 
expanding market a number of contractors have added an additional percentage mark- 
upe Otner duilders have made additional profits through speculative house 
building. It is not known how much national profits of the construction industry 
have risen since 1939 but it appears that they have riscn more rapidly than 
material prices and wage rates, and the average may well be one and half times 
the level of 1939. However, even if this were the case, the construction industry 
clains that the profits thcy are making at present are not unrcascnable in the 
light of the heavy responsibilities cf the industry. It is also suggested that 
the apparently large increase is in some measure misleading because it uses 1939 
as a basc, in which year profits of the construction industry were at a low level 
and, in tho opinion of the industry, not comacnsurate with the managerial effort 
involved. (1) Whether current profits of the construction industry are in line 
with the profits made in other industrics would require a detailed industry-wide 
profit analysis, which goes beyond this study. 

Quantitative evidence as to the ovcrall effect of the four above= 
nentioned Fite is limited. A special survey undertaken in 1946 suggests that 
these factors added between 10 and 25 per cent to construction costs of nous ing?) 


(1) The following statement reflects tne attitude of the industry: "Porhaps in 
no other industry is the range of fluctuation apt to be so wide as in con- 
struction. Bvaring in mind this condition, the hazardous nature and other 
uncertainties relating tc th: industry, it is essential that thosc cngaged 
in the industry earn a substantial return on capital invested during periods 
of activity to tide them over periods during which losses are sustaineds" 
Submission to the Minister of National Revenuc under Section 5.of The Excess 
Profits Tax Act, Canadian Construction Association, Ottawa, January 7, 1941; 
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The situation was re-examined early in 1948 and it was found that some imprevement 


had occurred, reducing the margin of extra cost to from 10 to 20 per cent(1l) The 
situation in other types of construction is Similar to what has been happening in 
the housing field. According to a Survey of the Canadian Construction Association, 
a decline in labour efficiency added 30 per cent to labour costs in 1946 as 
compared with 1939.(2) This means an 11 per cent increase of total construction 
costs, since labour costs are about 37 per cent of total costs. The concern of 
the construction industry about the effect of continuous increases of construction 
costé upon the prespective level of construction work is reflected in several 
public minded appeals by the Canadian Construction Association to its members and 
to other builders outside its organization. The Association enphasized "that the 
construction industry can ill afford any further cost rises if huilding is te 
continue at its present rate and current hich levels of employment and income are 
to be maintained." To cope with this problem the Association issued a strong 
appeal in January, 1946 "to all employers and employees in construction and allied 


industries to exert every effort to increase productivity and to exercise all 


i, 


ossible restraint to avoid further construction cost increases «es To combat 
inflation and promote stabilized construction costs the Canadian Construction 
Association advocates: greater individual productivity .., long-term wage 
agreements, a return to firm prices, greater management efficiency, research and 
the development of new methods and techniques."( 3) 

In the first half of 1948 improved materials Supply and an expanded 
construction labour force were encouraging sizns of reducing the above-mentioned 
margins of extra costs even further, but in the second half of 1946 increased 
demand and a prospect for a reduction in supplies available for civilian purposes, 
Particularly in the field of steel and steel products, caused a definite tighten+ 


ing of the situation.(4) As a result the range of extra costs has hardly changed 


en ee ee, — 
——<— ee ee et ne ee ee ee 


1) Housing in Canada, July 1948, op. cits, p. 22. 
2) Statement of Construction Costs, by the President of the Canadian Construction 


Association, Special Meeting of the Management Committee, liontreal, April 9, 


1947. . 

(3) Press Statement ke Construction Costs, released by Canadian Construction 
Association on the occasion of the thirtieth annual meeting, In Quebec City, 

a 
January 26, 1946. 

(4) The Canadian Construction Association speaks of the continuation of what it 
calls "intangible cost factors." It includes in this "material shortages 
causinz delays in importation of dutiable goods and the use of mare exnensive 
alternatives to secure demand for increased services and facilities in present 
day structures." These elements are considered to be contributory to 
continued increases of costs. Statement on Construction Costs, January 1, 


1946 to July 1, 1948, Canadian Construction Association, Ottawa,1946, 
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between 1947 and 1948 as a whole(2), 

Adding the above-mentioned allowance for extra costs to increases in 
prices of building materials and construction wage rates, total construction 
costs are up between 107 and 117 per cent by mid-1948 as compared with 1939. 

This increase is almost as high as the construction cost increases which 
occurred in the United States. According to the Department of Commerce composite 
construction cost index, by July 1948 American costs were 116 per cent above the 
average for 1939(2). Similarly, construction costs in the United Kingdom in 1948 
appeared to be considerably more than twice the costs in 1939 (see Table XVIII 
in Appendix a)\3 

Wachinery and Equipment Cost Trends 1929-1948 
Foreign Produced iachinery and Squipment 

Costs of machinery and equipment manufactured in the United States 
f.o-b- plant have increased about 82 per cent between 1939 and mid-1948, 
somewhat less than the increase of prices of Canadian produced machinery and 
equipment (92 per cent). However, costs to the Canadian purchaser of foreign 
produced capital goods at the Canadian border, after allowing for import 
costs, have gone up less (62 per cent) than indicated by increases of US. 
production costs (see Table XXI in Appendix A). The reason for this is the 
current parity between the Canadian and American dollar and lower duties and 


indirect taxes as compared with 1939.- 

(1) This decline in post-war productivity is a problem that transcends national 
boundaries» For example, a careful analysis of what has made housing costs 
go up in the United Kingdom between 1938-1939 and 1947 indicated that costs 
of a typical three-bedroom house of the same type increased from £380 before 
the war to £914 in the second full post-war year, or an increase of 141 
per cent. Of this rise 11l per cent was due to higher wage rates, material 
prices, plant charges and overhead costs, and 30 per cent due to a decline 
in productivity between 1938-1939 and 1947 (The Cost of House Building, 

Op. cits, p» 13). 
(2) Construction _and Construction Materials, U-S. Department of Commerce, Bureau 


above construction cost index for the United States does not take adequate 
account of factors which affect the total construction cost as distinct from 
the components allowed in the index. One estimate suggests that cons- 
truction costs of an identical house increased by 149 per cent between 1939 
and 1948 (see Outlook for Real Estate and Construction, address by Roy 
WenZlick, before the National Association of lwutual Savings Banks, New York, 
December 6, 1948). 

(3) The fact that materials and wage rate indices understate actual construction 
cost increases that have occurred in other countries is indicated by the 
example referred to earlier, which showed that building costs of a typical 
three-bedroom house have risen by 141 per cent, notably higher than material 


and wage rate or earnings indices would suggest (see footnote 1 above). 
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In the United Kingdom, export prices of machinery and equipment seem 
to have risen even higher than corresponding prices in Canada or the United 
States. The U.K. export price index of metal goods shows an increase of 123 
per cent between 1939 and mic-1948 (see Table XXI in Appendix A). Quite apart 
from these price increases, delivery dates are frequently even longer than 
American or Canadian. First signs of an improvement of delivery dates and 
contacts between Canadian buyers and British suppliers in the capital goods 
field have appeared in 1948. But any easing of supply lines between the United 
Kingdom and Canada in the machinery and equipment field is currently threatened 
by the preparedness program which has been gathering speed in recent months. 
These few observations are illustrative of the difficulties which Canadian 
manufacturers face in placing orders for machinery and equipment in the United 
Kingdom. 

Domestically Produced Machinery and Equipment 

Costs of materials used by the machinery and equipment industries in 
Canada have risen about 75 per cent between 1939 and mid-1948. Wage rates paid 
to iron and steel vorkers have in the same period gone up about 100 per cent. 
Fuels, which comprise an important element of overhead cost, have gone up 
between 65 and 87 per cent. Taking account of the first two factors, total 
costs of domestically=produced machinery and equipment were 92 per cent above 
1939 (see Summary Table 54). This figure is comparable with the American cost 
increase figure referred to above. Hotvever, the figure understates the total 
price increase to the purchaser because it does not take account of changes in 
the overhead and profit ratio. From the meagre information available on profits 
it appears that the latter comprises today a larger proportion of total costs 


than it did in 1939 (see Summary Table 54 and Table XXIV in Appendix aj?) ue an 


(1) Available statistical material on profits, sales and other pertinent 
factors of operations of machinery and equipment and basic and building 
materials companies are assembled in Tables XXIII, ZAIV and XXV in 
Appendix A. The lack of comparability of the different series and the 
absence of up to date information point to the difficulties in giving 
more than an impression of current profit trends. 
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allowance for tnis factor is made, total costs of machinery and equipment are 
(1) 
currently 95 per cent above 1939, 


SUMMARY TABLE 54, = INCREASES OF COSTS OF COMPON*NTS ENTFRING DOMPSTICALLY 
AND FOREIGN PRODUCED MACHINERY AND EQUIPMPNT, USED IN DOMESTIC 
INVESTMENT IN DURABLE PHYSICAL ASSETS, CANADA, AND THE 
UNITED STATES 1939-1948 (1) 


( In Per Cent ) 


LES RS SE ES TS ET TS TS NS RY ALT EE ne: pS it GEES ene 


Item Canada |United States 
Wage Rates in the Iron and Steel Industry 100 97 
Materials. - Metal and Metal Products 75 72 
Overhead - Coal 65 95 
Coke 87 101 
Weighted Average - Constant Profit Ratie 92 g2 (2) 
Changing Profit Ratio 95 ye WD 


Source: See Tables XX, XXI and XXII, in Appendix A, 
(1) July, 1948, 
(2). Cost to Canadian purchaser is up only 62 per cent because of the 
Canadian parity with the U.S. dollar and lower duties and indirect 
taxes in 1948 as compared with 1939, 
(3) Not available, 


All Machinery and Equipment Used_in Canadian Investment 


Taking account of the variations in cost increases to the Canadian 
purchaser of machinery and equipment brought in from abroad and purchased from 
Canadian suppliers, total costsof machinery and equipment as used in the Canadian 
investment program have gone up by a little better than 80 per cent, This is 
between 27 and 37 per cent less than the increases of construction costs which 
have occurred between 1939 and mid-1948, 

Taking account of construction cost increases of 107 to 117 per cent 
and of machinery and equipment cost increases of about &0 per cent as between 
1939 and mid-1948, it appears that costs of total capital goods going into the 
Canadian investment effort are currently about double what they were before the 


Ware How does this increase compare with the movements of prices of consumer 


(1) This analysis Coes not take account of productivity changes in the machinery 
and equipment industries, but here available evidence is even more in- 
conclusive than in the construction industry. Some firms complain about 
lesses in productivity,. Others say that they have been able te offset and 
even better losses in output per manhour that have occurred by improved 
and increased mechanization of their plants,. 
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goods? Are there any appearances of distortions in the price movements in the 
investicnt sector, relative to other price movements? 

Speaking in overall terns, the inercase is notably higher than that of 
prices paic for consumer gocds and services. The cost of living index only shows 
an increase of 55 per acnt for the same period. However, this difference narrows 
down if the prices of services and rentare eliminated from the index, for retail 
prices of consumer goods are up 79 per cent. For the purpose of comparing prices 
of capital goods with prices of consumer goods, the index of retail prices ape 
appears to be the most appropriate, as rent, which has the heaviest weight for 
any single item in the non-conmodity sector, is still partially controlled, while 
price controls over capital goods have practically all been remeved. 6On this 
basis consumer goods prices have risen some 20 per cent less than prices of 
capital goods from 1939 to 1948. This difference, though notable, does not 
appear to represent serious price distortions in capital goods prices, vis-a-vis 
prices of consumer goods. 

The surprising thing about these movements in relative prices is that 
greater price distortions have not occurred, considering the large expansion in 
investment whieh has taken place relative to 1939. For the capital goods field 
as a whole two factors are important explanations for this - first, the avail- 
ability of labour about the tine the expansicn in investment was beginning, and 
secondiy the high degree of mobility of labour and capital equipment present at 
the same time. 

In the early part of the war, excess capacity cf fixed asscts in the 
construction and machinery and equipment industrics was present, and a large 
increase in output could easily take place by drawing in labour from the reserve 
of the unemployed still present in the economy. This expansion could and in fact 
did take place without the attraction of significantly highcr wage rates or 
prices. At the end of the war nuch of the large expansion in capacity in the 
manufacturing sector could be readily converted to meet the needs of the peace= 
time investment program. Iron end steel plants, and machinery and equipment 
industrics are examples where manpower and plant capacity could easily transfer 
from war to peacetime requirements without - at least initially ~ any significant 
changes in relative wages and prices. The construction industry had greatly 


improved its equipment during the war years. When peace came this industry's 
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_ most urgent need was experienced managers and craftsmen. Many of the roturning hi 
veterans met these noeds. a 
The mobility of labour and capital equipment, combined with the . 
availability of the necossary factors of production when the expansion in the | 
_ investment program was just getting under way, permitted the rapid expension of — 
investment activity without serious price distortions in this field. But for 


these favourable factors prices of capital goods might have increased consider- 


ably more than they have. 
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IV. CONTRIBUTION TO ECONOMIC DEVELOPMANT AND IMPROVEMENT OF 


EE A I NN —— ee ee a em 


STANDARD OF LIVING 


Hew does investment affect the well=being of the average Canadian? 
There are thirteen million people in Canada, every one of them a consumer and 


five million of them also producers, Every consumer and producer is affected 


either directly or indirectly by the volume and the composition of the investment 


program, In fact, but for the ingenuity of her people, the availability of 
natural resources, and the large accumulation of capital, Canada would not be 
enjoying her present high standard of living. In this respect, Canada is sur» 
passed only by the United States, which has succeeded in accumulating an even 
Jarger volume of capital on a per capita basis, An appraisal of the impact of 
the investment program on the daily life of the average Canadian is best con# 
ducted by examining separately the immediate employment and income affects of 


investment, and the longer run production and service effects, 


dmediate Zmployment and Income Effects 
Dinect Employment and Income Eifects 

Employment and income effects of capital expenditures include the 
jobs provided and the money earned by those who contribute labour, skill, 
initiative and capital to the production of capital goods and the rendering of 
Services which go into the investment program, Employment and income directly 
attributable to the investment program fall into two categories, 

One group is composed of the people who plan and design structures, 
installations, equipment and machinery, such as architects and engineers, and of 
those who provide services essential in most cases to investment in its precon< 
struction or pre-installation stages, such as real estate dealers and other 
agents, lending institutions, lawyers and surveyors, It includes also in the 
field of construction the work performed by contractors, builders and developers 
whe organize and supervise the completion of construction projeets, and actual 
on-site workers such as foremen, building craftsmen, semisskilled and unskilled 
construction workers, In the field of machinery and equipment the producers 
and distributors of these capital items, together with their factory and office 
working forces mist be included. 

The other group consists of those who produce, store, sell, and 


transpert the building materials required for construction and the raw and 
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processed materials and supplies required in the manufacture of machinery and 
equipments This group is wide and varied and includes people in all parts of 
the country ranging from the Paw menkerta producers in Canada's mines and 
forests to large manufacturing concerns, and from the wholesaler in a met- 
ropolitan centre to the hardware storekeeper and station agent in a small 
community. 

This brief enumeration suggests that investment expenditures affect 
many Canadians in every walk of life. The question is: how many? While no 
national surveys have ever been made, it is pvossible to base a first approxima- 
tion of the employment effect on the knowledge that expenditures on new con- 
struction of machinery and equipment are currently about 20 per cent of the 
gross national expenditure. On this basis the direct employment effect of the 
investment program in 1948 can be put at about 1,000,000 men and women. But 
not all of this represents employment in Canada, since considerable quantities 
of completed machinery and equipment and many types of materials and parts 
which finally find their way into domestic investment are imported. The 
foreign employment content of the Canadian capital expenditure program appears 
at present to involve some 250,000 persons. The domestic employment effect of 
the investment program is therefore reduced to 750,000 Canadian workers. These 
figures suggest that Canada has been able to supplement her own scarce manpower 
in the capital goods industries from the resources available in other countries, 
mainly the United States. These demands appear trifling indeed when one con- 
siders the manpower resources and the industrial potential of the United States. 
Moreover, the effect on employment in that country is further reduced by the 
fact that not all imports entering into the Canadian investment program 
originate in the United States. However, even if the full 250,000 were taken 
as a basis of comparison this would still represent less than one-half of 1 
per cent of the total labour force of the United States, which currently exceeds 
the 60 million mark. In return for imports of essential capital goods, Canada 
has willingly increased the labour ferce in some of her export industries such 
as newsprint, base metals and lumber to meet some of the strategic short- 


ages of her neighbour to the south. By this bilateral division of labour 
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beth the United States and Canada have been able to make more effective use of 
their complementary resources. 
Secondary Employment and Income Effects 

So far the appraisal bind been concerned with the direct employment 
and income effects of capital expenditures covering on-site operations in the 
construction industry, factory operations of producers of machinery and equip- 
ment, off-site production, distribution, and transportation of materials, 
together with the host of specialized service functions required by an invest- 
ment program in an advanced industrial society. There are, however, other 
employment and income effects of investment. The most important of these, 


generally described as "secondary" effects, consist of employment and income 


generated in consumer goods industries through the spending of wages and salaries 


and profits earned by the first group of industries. An increase in the volume 


of investment will be associated with subsequent increases in the volume of 
consumer expenditure and levels of employment and income. 

Effects of capital expenditures will vary depending on the levels of 
employment and income prevailing in the country. A distinction should be made 
with regard to the effect on volume and on prices. As long as there are idle 
resources in the economy the secondary effects of an additional volume of in- 
vestment will mean an added volume of employment and income in consumer goods 
and service industries, An increased volume of investment will lead to an 
increased volume of consumer expenditures without significant changes in the 
level of prices and wages. However, as the stage of high levels of employment 
and income is approached, an additional volume of investment can be achieved 
only by transfer of factors of production from other sectors of the economy, 
and no further overall increase in employment can be achieved. In periods of 
high prosperity, therefore, shortages will begin to appear in the market for 
investment goods and services or in the market for the factors of production, 
and the bidding up of these "short" items occurs. These increases in prices 
and wages spread throughout the system. Two observations about the secondary 
effects appear to be indicated: 


(1) In periods of low or fair levels of employment and income an 
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expansion in investment will mean added employment and incomes in consumer goods 
and service industries and an increase in total output, 

(2) In periods of prosperity ~- like the present - further additions 
to the volume of investment will lead primarily to increases in the levels of 


prices and wages rather than to increased volume of output and employment. 


Long Run Production and Service Effects 


Investment expenditures are made for a purpose. The purpose will 
differ depending on who undertakes an investment project. Capital expenditures 
are made by business because it expects as a result of this outlay to provide 
an improved service to its customers whether this is in the form of more goods, 
better quality of goods, or lower prices, and in so doing improve or maintain 
its own economic status. To a lesser extent, capital expenditures also serve 
to improve working conditions, Capital expenditures are also made by govern- 
ments to improve or maintain the standard of services provided to both business 
and consumers, and by consumers to improve their standard of living. The pro- 
duction and service effects of investment, i.e., those which result from the 
employment of capital goods after the investment oxpenditure has been made, are 
considered long term effects as distinct from the short run or immediate effects 
on employment and income. The long run effects of investment are considered 
below for three major groups, business, governments and consumers. 

Significance of Business Investment 

The business man spends money on investment because of the returns 
he expects to obtain by employing the asset to produce goods or render services 
to other business men, consumers, institutions or governments. The capital 
expenditures made will serve either to replace or improve existing assets er 
to acquire new assets. The impact of investment will vary depending on the 
type of capital expenditure, the line of business, and the time it is made. 
Some effects of particular importance in the post-war period include: 

1. Increased Output. In Section II reference has been made to the 
rapid increases in the output of capital goods in the post-war period, which 


in turn made it possible to carry out a large investment program. This 
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achievement was in no small measure due to the expansion of plant and 
Capacity for building material production (see Summary Table 75 in Section II), 
As a result of this expansion process, output of building materials in volume 
terms was about three-quarters greater than it had been in 1945, Remarkable 
achievements were also accomplished by machinery and equipment producers 
many of whom vere not so much concerned with expanding total output as with 
shifting their machinery and couipment produce@ for war purposes to items 
neeled for peacetime pursuits, In these industries conversion, modernization 
and expansion of plant and equipment yiclded notable results, as indicated 
in Section II, By mid-1948 the Minister of Trade and Commerce was in a 
position to report: ""e are already reaching a stage at which the very 
large capital investment made both durine and after the war are berinning 
to pay off materially in increased production, "(1) 

Increases in output resulting from investment expenditures in the 
post-war period cover many other fields in addition to capital goods 
industries, The newsprint industry, one of Canada's most important earners 
of foreicn exchange, has been gearing its production mechanism by using 
better and more efficient machinery than ever before, The latest paper 
machine currently being installed will increase nevsprint capacity by 50,000 
tons in 1949, This unit will produce newsprint at a runnine speed of 
between 1350 and 1950 feet per minute and is currently rated as the most 
advanced hish speec machine in the vorld, Its contribution to the overall 
efficiency of the industry can be shown by the fact that it produces exactly 
the same quality newsprint as the"best" pre-war machines which run at speeds 
of between 1100 and 1300 ft, per minute without requiring additional labour, 
In addition to this it produces rolls of 266 inches instead of the previous 
best width of 234 inches and it will eventually replace two machines which 
now make 150 and 156 inch rnevsprint hile reducinz the number of operators 
required by 50 per cent, 

From newsprint to printing is only one further step, New printing 
presses installec recently in a large Ontario establishment are the nost 


modern in the world. Some of the presses “ill be turning out 3,0C0 sinvle 


——— es a en ee ey ee ee ee 


(1) Statement by the Right Honourable C.D. Hove, Minister of Trade and 
Commerce, House of Comnons Debates, June 25, 1948, p.. 5345, 
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colour sheets per hour, a rate more than tvice that of the machines they 
replaced, Other ciant seven-colour presses will turn out 40=-page magazines 
at the rate of 400,000 pages an hour, trelve times the present rate of black 
and white pages, 

From here the list could zo on to mention many new vonders of 
output increases achieved by better and larger machines coming into 
Operation, Some measure of the total impact on output from the capital 
expenditure program under way in the post-war period can be gleaned from a 
special survey, ‘) This survey suszests that a selected group of companies 
undertaking postewar plant reconversion, expansion and modernization, for 
which records are available for both the pre-"ar period and the post-war 


period, expect to turn out one year after the completion of their investment 


projects two and a half times as much in valuc terms and about one and three- 


quarter times as much in volume terms as they did in 1939, 


2, Improved Quality, “'ar-engendere? scarcities, depletion of 


skilled labour force in some industries and deterioration of machinery and 


equipment which were not replaced in the 'thirties because of the dim business 


outlook and could not be replaced durinz the war because of shortages, were 
mainly responsible for lover cuality of many types of roods, “hen the war 
ended much effort ras beinse devoted by far sighted business men to improving 
the quality of their products in anticipation of a return to competitive 
markets, In the last three years improvements in quality have been noted in 
many items where substitute materials could be reolaced by better raw 
materials and here new equipment made faulty ~orkmanshin less likely or 
more easily detectec?, Such improvements in qual ity have been more notable 
in lines where supply appeared to be catching uo with demand rather than in 
fields of continuine shortages, Improvements in the quality of commodities 
range over a wide variety of ‘articles from textiles to frozen fish, Improved 
quality of services to be rendered “as also the purpose of much investment 
made by commercial and service establishnents, from dry cleaners to selfs 
service markets, from cafeterias to public transportation companics 


3, Expanded Exports, Ina world where the outlook for multi- 
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(1) Fncouravenent to Industrial Expansion in _Canada a, Oneration of Special 
Depreciation Pro ‘Provisions, No November 10, 1944 - - March = 21,1949, Department 
Reconstruction and Supply, Ottava, 1948, pp, 52 a 
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lateral trading is at best an uncertain long term prospect, it is encoura ving 
to observe that many firms have succeeded + at least temporarily - in 
increasing their exports from Canada to other countries not only of 
traditional export commodities such as base metals, lumber and newsprint, | 
but also of a variety of manufactured commodities formerly not produced in 
Canada or not exported from Canada, The export programs of a number of 
recently establishe? or expanded manufacturing plants in Canada indicate to 
noteworthy developments: (a) Canadian manufacturers are producing a number 
of commodities as efficiently as their counterparts in the United States and 
in many instances are able to sell these commodities on a competitive basis 
‘in the United States,. Such commodities include noiseless typevriters, 
‘stainless steel equipment and hollow ware, acetylene black and baby carriazes,. 
(b) Canadian manufacturers are able to compete with the United States in 
other markets as long as the sum of their domestic and forei-n markets 
Provides them with a sufficient demand to reach the point of most economicrzl 
operations, Commodities which foreign customers are now buying or offering 
to buy from Renate and vvhich they used to buy from the United States include 
optical goods, electrical heatine elements, hich carbon drill bits, and 
automatic washine machines, 

In view of the international uncertainties of vorld trading, 
Canaiian business men are realistic enouzh to base their operations largely 
on an expanded domestic market. The expansion of exports is given as the 
fourth most important reason by manufacturers currently engaved in expandins | 
and modernizing their plant and equipment, Other reasons preceding it are: 
(a) replacement of foreien imports, (b) refuction of unit cost and improve- 
ment of competitive position, and (c) more intensive use of Canadian natural 
resources, 


A canvassof a selecte? group of companies about their export 


investment program under way they hoped once the program vas completed to 
increase their exports by more than three and a half times the value of their 


shipments abroad in 1939, or ahout to and a half times in volume, (2) But 


—_— a re ee ———<==. me ne ee ee eee 


—— 


(1) Encouragement _to Industriel Pxpension in Canada, on, cit, Dp, 53. 
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prospects in the post-ar period indicatec that as a result of the post-war 


< 
’ 
snes 


‘ 


th 
« 
, 
= ae 2 
¥? 
Tres 
i 
vie fe 
, 
. 
gore 
. 
oad 
roar 


t 


te penis 
; a * 
1p eee 


ww ht ad 


“ 


oo 
ri ai 
Late 
ye 
ee 
in 


‘ . 
veh Fee Renee ae leer s e teemime g ! pee 


. ‘ ~~ 
5 “ A; , 
Ce coh ae hy : 5 
ms, . rs * ve 
: ' 
: e Ded . Lm 
. ae * . , . 
ca ie i . 
: Bt pv tes oo 
> + § . 
«dete Z » ee ’ 

! . 3 * 

Lares. y aed ah 5 
Te x . LCP ah Z 
= a - 

rade + oe & oo 

ee: . 

. ey “yh . . ‘ 
Se : . J y n . 
’ . . ays 
‘ 
ie We h 
& > Ae é 
- wip uf am ‘ 
af t vs ‘ 
a 
5 ‘ 
a ae 
, 
. 
. 
sf 
~ eis i 4 Sk ey 
E% : : 4 
eed & 53 * : 
, : , 
fal . ‘ as F 
’ y Rx 
. x a ¥ 4 
. ’ Y i a 
“ ‘ a 
‘ t a . - 
vet & “ t - ‘ ‘ 
‘ ’ m a ‘ 
; Vere ‘ ‘es Pie aes 
ae i : 0 ine 
SERS a eR a eter ee 
« ha we 5 Se 


go. 
“ 
. 
«ite 
Re 
‘ 


. 
, 

oa 
i 
xe te 
wie 


a 


~ 125 —= 


the slow world recovery since 1945, coupled with the expanding network 
of import and exchange restrictions being troven around most countries, have 
made the achievement of these targets increasingly difficult. The most 


hopeful sign in this direction is the enceavour of Canadian business men to 


Y 


improve the efficiency of their overations in order to remain competitor 
in world markets, and the dogged insistence of Canada and other kindred 
nations in working towards the freeing of international trade, 

les: New Employment Opportunities, quite apart from the temporary 
employment provided by the purchase of capital goods, the use of the 
capital goocs has long term employment effects which continue as long as the 
capital goods remain in use.. As Summary Table 55 shows, these employment 
effects will vary depending on the type of industry and the products made,. 
Capital expenditures on new plant and equipment of $1 million may mean an 
average annual employment of close to 100 men in the chemical and allied 
industries such as fertilizer plants and soap factories, but more than a 
thousand persons in the vegetable and animal products non-food industries 
such as cigar factories, tanneries and leathercraft industries, The average 
annual employment resulting from yl million investment in manufacturing 
plant and equipment in the immediate post-var period is estimated at 266, 
Looking at the overall effect of the business capital expenditure program 
the special survey referred to earlier suggests a dov-bling of the labour 
force in manufacturing industries as compared with pre-war, and significant 


overall increases in other non-agricultural secters, (1) 
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(1) Encouragement to Industrial Expansion in Canada, op. Cite, De dh~ 
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SUMMARY TABLE 55 - EMPLOYMENT ANTICIPATED PER $ 1 MILLION CAPITAL EXPENDITURE 
FOR NET MANUFACTURING PLANTS, BY TYPE OF INDUSTRY, CANADA, 
rae +1969 
Average Number of 


Employees Anticipated 


ee 


Type of Industry | 


_—S 


ee eee 


he el eae 


Ree en ee cna genta tcl cont lbsicipaaieApés aaah ee eee ee es 


Vegetable and Animal Products - Food | Lil 
Vegetable and Animal Products - Non-Food 1,329(1) 
Textile | 552 
“ood and Paper Products | 176 
Iron and Its Products | DLs 
Non-Ferrous Metals | 216 
Electrical Equipment | 238 
Non-Metallic Mineral Products 134 
Chemicals and Allied Products | 98 
Miscellaneous Manufacturing Products 388 
te) Marntonturing iaascivies — i 


Source: See Table KV in Appendix A, 
(1) Hich Average employment in this group is mainly due to relatively small 


b? 


capital requirements in some segments of the leather and leather goods 
industries, 


5. Industrial Diversification, A large measure of industrial 
diversification is accompanying the process of conversion, modernization 
and expansion of Canadian factories, Over 200 new products formerly imported | 
are now being produced in Canada, These include various types of heavy 
machinery and equipment such as special types of pulp mill machinery, road 
buildine equipment, self-propelled coal, sand and fravel conveyors, milling 
machines, oil-well ecuipment, heavy agricultural implement machinery, large 
diesel en~ines and inter-city buses; nev tynes of textile products such as 
impresnate’ fabrics, jute and hemp yarns, cotton gabardine products and 
tocked coil ropes; wood and paper products, including new varieties of paper, 
new kinds of furniture, particularly made from plywood, insulation materials 
and prefabricatec houses; chenicals and allied products such as streptomycin, 
copver sulphate, styron, sodium carbory methyl cellulose, new types of 


synthetic lacquers, vaints and enamels; and a ost of other produets such as 
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light machinery and equipment, tools, electrical and cooking equipment, 
heating and plumbing fixtures, mcdietal and scientific instruments, 
refrigerators, cordless electric irons, and new types of leather and leather 
goods, New processes are also bein- developed, For example, a vestern 
Chemical company intends to extract starch and tlucose from wheat, while an 
Ontario company plans to make me@icine almost entirely from ra~ materials 
orieinating from other Canedian firms, This industrial diversification has 
a dual meaning, First, a larger portion of capital goods required are now 
being manufactured from Conadian materials and ‘sith Canadian labour, Second, 
a large variety of ner types of consumer goods, for the first time produced in 
Canada, is coming on to the market to satisfy the manifold needs of the 
general buying public, 

Industrial diversification, however, means more than the 
production of new goods for Canada, A large number of established companies 
have expanded the types of articles that they had been producing formerly 
in order to reduce the vulnerability of their enterprise to changes in demand 
and consumers taste for particular types of comnodities, In other instances, 
Companies have startee to turn out new products desirned to integrate their 
production process, In some cases this involves materials or supplies 
required for the production of the main commodities, in others it involves 
turning out nev goods that use waste matcrials resulting from primary 
production processes, To give a fey examples of companies that show a 
diversification of production ~ithin their units: a firm formerly producing 
only refrigeration equipment expanded to manufacture air-conditioning 
equinment, steam boilers and steel parts and equipment; a firm producing 
threshing machines and similar implements expanded to produce industrial 
boilers, rock crushers, rubber, plastic and ceramic moulds and turbine 
motors and air compressors; a firm formerly producing washinz mechines 
extended its production to include ironing machines, electrical appliances 
and air circulators; a nevsprint company in Ontario vent into distilling 
industrial alcohol required in its production process; a British Columbia 
pulp and paper company startee producing ner plastic products from vaste pulp, 
These are just a few examples of the many instances in ~hich firms aré 
endeavouring to imorove their business outlook for the future hy strengthening 


their industrial Operations throuch increased diversification of production, 
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Diversification of Canadian industry also achieve significance 
in the geographic sense, Large as well as small communities shared in the 
plant expansion program, The special survey mentioned above indicated that 
of a total of 1,174 new plants to be constructe?, 676 were expected to be 
Situated in the 24 largest urban centres in Canada vith population of over 
30,000, 9@ plants in medium size cities and toms with population between 
10,009 and 30,000, and 402 plants in smaller communities vith population of 
less than 10,000, (2) 

Another special aspect of the process of industrial diversification 
is the impetus given by branch plant development in Canada, Some 2,000 
American plants and some 500 British branch plants and affiliated businesses 
are now established in Canada, Capital investment in these branch industries 
is believed to be close to the 33 billion mark. In the inter-7ar period 
most of these plants “ere established in Canada by American parent comoanies 
to take advantage of the favourable export situation presented by British 
Empire preferences and to supply the Canadian market, Since the end of the 
war, with sone of these prefer=nces no lonzer in force the main reasons for 
the development, vhich includes the establishment of many British branch 
plants, are availability of resources, lo cost hydro power, and stable 
labour conditions, In addition to these branch plants, nev business 
enterprises opened up by immigrant entrepreneurs have meant the bringing 
in of nev skills and processes and have led to the manufacture of many zoods 
which formerly vere not produced in Canada, or the use of resources formerly 
not usec, Examples of this kind are the selective utilization of the former 
weed vood "western hemlock" for the manufacture of box shooks, flooring 
and lumber, the production of wool tops, the manufacture of special 
hydraulic equipment, refueling oumps and many other intricate parts for 
aircraft, the production of precision instruments, tennis racquets, china 


(2) 


artvare from Canadian clays, and new flax commodities, 
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(1) Encouragement to Industrial Expansion in Canada, op. cit. p, 55-56, 

(2) For a summary of the contribution of branch plants and immigrent 
industries to industrial diversification, see Canadian Branch Plants 
Help to Build Better Trade Balance, Foreien Trade, Department of 
Trade and Commerce, Ottava, November 13, 1948, pp. 964-967, 
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6, Greater Utilization 3 Canadian Resources... Industrial invest- 
ment expenditures in the post~var period providing new or improved facilities 
for making better and more effective use of Canadian natural resources utilise 
in many instances materials which were formerly considered waste or whose 
processing had to be done abroad and the finished procuct brought back to 
Carada. To yoann were an Ontario company recently completed a half million 
dollar project shih will be used to process slag wax from a nearby refinery, 
This wax waste, the bulk of which was formerly shinped to the United States, 

i : 
can now be refined to chemically pure paraffin wax and sold in Canada to 
replace all former import requirements, The remainder of the outout of this 
“plant, anproximately 9O per cent, will find a ready maricet in the United States, 
New wood products have recently been evolved from by-product liquors which, 
were formerly waste. One of particular interest is "arborite", a ligno- 
sulphite laminated plastic, which is particularly durable and is already | 
serving many useful commercial purposes, This product, vogether with many 
others, has been recovered from materials which were prevjously thrown away 


S 
+ 


| 
7 
; 
and has been made available in qualisies which were formerly unknown, 
a 
Installation of new machinery made the output of these commodities possible 


with the employment of little afcitiona]. levour, A new Kraft mill in British 


st 


Columbia presently being installed will soon be »roducing 400 tons of Kraft a 
day from slabs anc edzings which were formerly burned at the lumber mills, 

The effect of this greater utilization of Canadian resources has 
been the :roduction of many commo’ ities for whose supply Canada traditionally 
depenced on imports. Goods completely procuced in this country but formerly 
brought in from abroad range from jet engines to tanered roller bearings, from 
vinyl sheeting to lace, from two-speed differenticls to Pyrex nursing bottles, 

1 7} a pas $ :< 1. 3 
from ethylene glycol to food extracts, In other commocities produced in this 
country, menufacturers have been able to achieve substantial reductions of the 
import content, for example, one firm reduced the import content of a radio 
from £17 to $1.35 and another for refrigerators from ‘70 to 36, 
The great emphasis of the business investment program currently 

1 raw ] vnetr tes eS dale I a, 1- ‘ 4 1. 
under vay on the development of secondary industries which make more efficient 
and effective use of domestic natural resources is indicated by the fact that this 


is the main reason given for making a large portion of current investment ex- 


penditures on plant anc equipment. Of a total of 327 new projects of 
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industrial expansion which require imports of capital goods controlled under 


Schedule III of the Emergency Exchange Conservation Act, business men give 


the replacement of foreign imports as their main reason (101 projects), with 


other important reasons including the more intensive use of Canadian natural 


res 


(23 


ae 


Se 


4s 
Se 


6 


ources (53 projects) and the production of commodities new to Canada 


projects) (see Summary Table 56). 


SUMMARY TABLE 56, - IMPORTS OF CAPITAL GOODS FOR INVESTMENT PROJECTS 
CONTROLLED UNDER SCHEDULE III, EMERGENCY EXCHANGE CONSERVATION ACT: 
NOVEMBER, 1947, - OCTOBER, 1948. 
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| Value of 


| | 

| Total | Capital 
Chief Reason of Essentiality | Number | Capital (Goods Imports 

| | Cost | Requested 


' 
‘ 
; 


Replacement of Foreign Imports 


$ millions 


3027 
Reduction of Unit Costs and Improvement | 
of Competitive Position 14.4 
More Intensive Use of Canadian Natural 
Resources 3023 
Expansion of Exports | 18.2 
Maintenance of Essential Public service 44.2 
Production of Commodities New to Canada | 9,3 
Other Reasons 6.9 


| 
ee corr a - Sn el et ee 


Total | 339(2) | | 891.6 154.0 
Sources Special compilation by Economic Research Branch, Department of 


(2) 
(2) 


Reconstruction and Supply. 


Of these projects by far the largest is the five year Ontario Hydro 
development program, 

This figure is slightly higher than the number of projects (327) 
because in a few projects two economic reasons were given, 


Te Increased Efficiency. A great deal of interest and concern has 


centred in the post-war period around the problem of how to increase efficiency 


of both management and labour. This problem in some measure had its origin 


in the developments of the war years when the Canedian economy was being geared 


to a maximum industrial effort, and in so doing many aspects of inefficient 


operations became more clearly apparent and had to be met to achieve peak 


production. When peace came in 1945 this problem continued to remain upper-= 


most in the minds of business and governments. For it was realized that in 


a competitive world the efficiency of its industry was vital to the Canadian 
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pesition as both an importer and an exporter, In fact, the real standard of 
living to be achieved in the post-war years depended on the relative efficiency, 
vision and enterprise of Cansdian management and labour, . 

‘nile there were numerous approaches possible to achieve a target of 
continuously increasing industrial efficiency, and many were tried, the in» 
creased and improved mechanization of Canadian industry vias considered to rank 
high among the means adopted, Unfort:nately the problem of measuring increasing 
efficiency = particularly the allocation of increased output per man hour 
among investment, increased labour skill, improved management - makes it 
difficult in the present stage of economic knowledge to express in quantitative 
terms nacional chanses that are taking place, From preliminary evidence 
avalilasle at present it appears that productivity of the nation as a whole 
has been increasing at a rate of about 2 ver cent per annum in the last two 
decades of peacetime endeavour, This increase is in line with similar de- 
velopments in the United States and the United Kingdom, .-. With resard to the 
Specific situation faced in the post-war period, the following observations 
may be aprropriate, 

Increased productivity of the non-agricultural sector of the Canadian 
economy - agriculture is a special problem and is referred to separately below- 
has been considered disappointing in the post-war period when looked at in 
national terms, although it has proven spectacular in individual instances 
of installing new types of machinery and equipment. There are three main 
reasons for this. 

(a) A large part of the investment program in the early post-war 
period was devoted to making good capital deficiencies of the past and to 
replacing outmoded plant and equipment. The main purzose of this tyne of 
investment tas to prevent further declines in productivity and if sossible 
to return at least to higher pre-rar levels of efficiency. Only as this 
process of making good wear and tear was replaced by concentration on 
greater modernization and mechanization could a significant increase in 
efficiency be expected, 


(b) Technological developments alone, hovever, do not bring increased 


efficiency, In fact, untrained workers, particularly in the low paying industries — 


that do not attract skilled men, large labour turnover and a certain amount of 
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absenteeism have been factors offsetting the increased efficieney that could 
have been achieved had it been possible to match competent workers with the 
modern machines becoming available, 

(c) Some of the investment program of the first three post-war 
years has already yielded results in increasing output per man hour (1) put 
much of the improvement is still a matter for the future. New machinery 
requires new skills of the labour force and more experience on the part of 
management on how to malze the most productive use of nev installations, 

Many of the smaller plants take a year or two before they can reach peak output 
after installations are completed and operating. Larger and more complicated | 
plants may take several years, It should be remembered that it vas not until 
1943, the fourth year of the war, that Canada, after much exverimentation, «was 
hitting peak industrial output for military pur oses, If the parallel has any 
meaning at all, Canada should be reaching high levels of production in most 

fields in 1949. Once that peak is reached it will not be surprising to find 

that many of the backlogs that exist today may disappear sooner than present 

rates of production might indicate, 

The national preoccupation vith increased efficiency of business 
operations is reflected by the fact that two out of every three entrepreneurs 
making capital expenditures in the postewar period are hopeful of being able 

— to achieve a reduction in the number of man hours used per unit of output. 
"The effect of labour-saving devices," as a survey made in the post-war 


period points out, "is to use the manpover thus saved for exvanded nroduction 


a nea aaa aaa ade Ra eae caeial ch as — eros Acc er me ena 


(1) A few examples from actual business excerience in 1946 are illuminating 
on this point: (a) A lumber company installed in their planing mills 
three new machines which handle the stacking of lumber, ‘These machines 
proved a great help in specding up the distribution of the firm's.preduct, 
The cash outlay was in the neighbourhood of $16,000 which made it possible 
to reduce the staff by 45 men. However, the prime purpose of installing 
this equipment was to speed up distribution rather than to reduce staff. (b) 
A paint and varnish manufacturer reported that in the paint and varnish 
industry supply has caught un with demand, This was to be expected, 
in view of the fact that the industry,wvith new machinery and improved 
technicues, has increased the specd of many operations two or three times 
with a resulting increase in production, (c) A machinery producer had 
reduced the level of employment in his firm by 10 per cent during the past 
year with further moderate declines expected while still keeping output 
high, This was made possible as a result of increased productivity 
following technological improvements and the availability of more efficient 
workers, A time stucy pro_ram showed that procuctivity is improving gvith 
the outrut of some machines being up by as sual as 50 ver cent. 
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and shorter working hours. As long as the present period of strong consumer 
demand continues there is no indication that in manufacturing industry as a 
whole 'surplus' labour would be laid off, (2) 

Increased efficiency in the agricultural sector of the economy is a 
special problem because of the great vagaries of the elements and other natural 
Causes, rain, drought, floods and insects, which affect this industry. However, 
a brief observation of the trend towards ereater mechanization and increased 
output with lower manpower input may be appropriately made in this connection. 

Mechanization of Canadian ajriculture is a process that was speeded 
up considerably after “orld War I. The number of horses in Canada reached an 
all-time peak in 1921 and has been declining ever since, with horsepower being 
replaced by motorpower. Tractors in use in Canada in 1921 numbered 47,000, 
were up to 105,000 in 1931, and rose further - in spite of low farm incomes 
in the 'thirties - to 160,000 in 1941. Currently the number of tractors in 
use is approaching the 250,000 mark. In this period other types of Pibbentctel 
equipment used by farmers have also increased notably, including grain combines, 
improved farm tillage equipment and electric ioBarea™ 

As a result of mechanization, agriculture has been able during 
World War II and also in the immediate post-war period to turn out more agri- 
cultural produce with fewer men. Many of the men freed from agricultural 
work joined the armed forces or went into war wor during World War II, 

Since the end of the war, most of these men either stayed on in non-agricultural 
work, or took up industrial or service jobs if they were returning from military 
service, The current agricultural working force of 1.1 million ig moderately 
above the war level of about a million but below the 1939 level of approximately 
1.2 million. Current agricultural output, however, is considerably greater 


than it was in 1939, 
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(1) Encouragement to Industrial Expansion in Camda, op. cit. Ds Gin 


(2) Fora summary of factual data see A Statistical Analysis of Fara Me ehaniza- 
tion in Canada, by H.L. Patterson, Agricultural Institute Review, Ottawa, 
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& Improved Working Conditions. The companion development of 
increases in efficiency is the improvement of working conditions. In some 
measure it has a direct bearing on efficiency of the labour force since it 
contributes to better management-labour relations, a more contented labour 
force, and stakler employment conditions. Of business enterprises making 
capital expenditures in the post-war period, seven out of every ten expeet to 
provide improved working conditions for their employees, (1) 

9. Impact on Prices. With the cost of living index up 55 per cent 
between 1939 and mid-1948, the general wholesale price index up 102 per cent, 
and the general wage rate index up 94 per cent, it may at first glance be 
surprising to find that prices in some commodities < although uncontrolled - 
have either remained unchanged (e.g., soft drinks - except for sales tax 
added) or have risen much less than the general price, wage and cost indices 
suggest (e.g., certain textiles, drugs, chemicals, paints). One explanation 
for this is that increases of cost due to rises in prices of materials and 
labour have in certain lines either in part or in full been offset by improved 
Operating methods, the introduction of new processes, the use of modern 
machinery and equipment and more intensive use of resourees. This rise in 


real efficiency has proven a significant counterbalancing factor to increased 


prices for the factors of production. But for this increase in real efficieney | 


which has occurred, the prices of many products would be much higher than they 
are today. To illustrate some of the achievements: one of Canada's largest 
primary textile producers has been able to keep the average price inereases 

of its products in 1948 at about 30 per cent above pre-war although most ¢ost 
items have inoreased by over 100 pur cent. The reasons given are: (a) inereased 
mechanigal efficiency, and (b) greater utilization of plant capacity. 

Anothsr textile firm, a major producer of yarns and fabrics, has 
recently been able to announce a reduction of about 10 per cent in the price 
of their acetate rayon yarns. This is in spite of the fact that the firm 
has granted wage increases to their employees and has made a large capital 
outlay to expand their plant and equipment. The price reduction was made 


possible as a result of increased efficiency in over-all business operations 
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(1) Encouragement to Industrial ixpansion in Canada,op. cit, p. 56, 
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to which ianaz,enent, labour and capital each made an important contribution. 

Improvement in quality and increased efficiency, resulting in price 
increases at a slower rate than cost increases, have also occurred in the food 
industries, For example, the completion of a new plant has enabled a manufacturer 
of canned foods to turn out a purer product whose price has risen 31 per cent since 
1945, in spite of the fact that labour cost went up 75 per cent and raw material 
cost up 35 per cent. Here is another of many instances of companies passing-on 
te the consumer some of the benefits obtained from capital investment, 

The consumer who complains about high prices in 1948 is often not 
aware of the price sensitivity of the far-sighted business man, Few business 
men who cater to the needs of the consumer have forgotten the days of the 
'thirties when selling was a real effort and price was a major factor. It is 
therefore not surprising to find that this price consciousness of Canadian 
business is becoming a nation-wide affair, As the survey referred to earlier 
suggests, two out of three businessmen making capital expenditures in the post- 
war period anticipate achieving a reduction in real terms of the unit cost ef 
their Nt The importance of this goes beyond the improvement expected 
in the future. The knowledge of the businessman that increased investment and 
preduction operations will yield more plentiful supplies at lower real costs 
in the not-too-distant future may act as a deterrent to raising prices to toa 
high levels in days of scarcities before the capital expansion vrogram has 
started to pay off. The problem of not pricing oneself out of the market is one 
that the far-sighted businessman, particularly if he caters to consumer needs, 
will always want to keep in mind when markets are expanding and prices rising. 
Significance of Government Investment 

Government investment defined broadly transcends in some measure 
the classification of the impact attempted here = business, government and 
consumer = because some of this investment is of a business type (e.g., the 
building of a radio station for a national network is very much akin to the 
building of a commercial radio station), while other types of investment 
(e.g., housing) are more akin to consumer investment in the form of new building 
for home owners, 


Bearing in mind that what has been said about business investment 
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applies also to government investment serving a business purpose and what is 
said below about housing applies to Government efforts in this field, 
Government investment activity as a whole is designed to serve primarily two 
purposes: 

1. To provide public facilities essential to an efficient functioning 
of the economy, including those associated with the protective functions of 
Government (ce.g.,. justice, police, and military) and service functions (Gales 
public administration and communal facilities), . 

2. To provide public facilitics which will contribute to economic 
development of the country and social betterment of the people. This is a 
function which has bsen coming more to the fore in the last decade or so with 
the greater emphasis being placed on natural resources development - agricul- 
tural land, forests, mines, fisheries and electric power= and on social - 
betterment as reflected particularly in improved standards of health and 
housing. 

In the post-war period the Federal Government has been emphasizing | 
the need for keeping Government investment down in the light of the large 
expansion of private investment activity (see Seotion VI). In view of this 
attitude Government investment except in the housing field has had a consi- 
derably smaller impact on the economy than private investment. . In fact, 
Government investment that has taken place has largely oentred around the 
maintenance of essential public facilities and comparatively little new net 
additions have taken place, (1) 

Significance of Investment for the Consumer 

Investment is significant for the consumer in two respects: (a) 
immediate benefits through housebuilding for a large part of which the consumer 
is directly responsible, and (b) future benefits which the consumer may derive 
from business and Government investment, 

Housing. Two out of three housing units currently built are 
occupied by home owners. .The third unit is either a business proposition 


(e.g., rental dwelling in a private apartment building) or a contribution of 
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(1) There are exceptions to this in a few other sectors, particularly the | 
health field, where a number of new hospitals were built or existing ones 

expanded to take care of veterans! needs. More recently a new Federal plan | 

has been announced to encourage provincial hospital construction (see | 

statement by the Prime Minister, the Right Honourable Y.L. Mackenzie King, . 

House of Commons Debates, May 14, 1948, pp. 3931 ff.) 
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Government to the social problem of housing (eege,y low rental housing projects 


for veterans). Because this report is only concerned with the broad aspects 
of the contribution which residential investment is currently making to the 
economy as a whole, these three types of housing are treated as a whole,: 

It has been noted earlier in the report that the number of houses 
built in 1947 and 1948 was the largest number ever built in any two years in 
Canada. How has this affected the consumer, particularly the many thousands 
ef new and old families which have been hard-pressed in finding suitable 
heusing accommodation in the post-war period? Reference to the housing 
backlog has been made earlier (see Section ti}, and housing needs and what 
the Government has done about them are discussed later (see Section VI), 
Here some evidence is desired as to how housing accomplishments actually 
achieved have met consumer needs. As Summary Table 57 shews, Canada is 
currently building almost twice as many units as she did in 1939, Even if 
account is taken of changes in population, the accomplishments of 1948 - 

6.3 units per thousand population - are still considerably above the 4,3 
units per thousand built in 1939. But the crux of the matter has not been 
population increases alone but what is called in technical language "net 
family formation", that is, the number of new families formed minus the 
number of existing families dissolved in any one year, . Because of the high 


marriage rate in the war and post-war years and more lately the stepped-up 


rate of immigration, the number of new families formed in Canada has increased 


substantially in the last decade. The current rate of family formation is 
over 50 per cent greater than it was before the war. Only in the last two 


years has the rate of housebuilding caught up with new families formed. 


Since the majority of these new families are looking for housing accommodation 


the present rate of housebuilding, remarkable as it has been as an industrial 
accomplishment, has done little so far to reduce the aggregate pressure for 
added and improved housing accommodation built up during the depressed 


"thirties and the war period of the 'forties, 
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SUMMARY TABLE 57. = POPULATION, NET FAMILY FORMATION AND DWELLINGS BUILT, 
CANADA, SELECTED YSARS, 1939 = 1948 


Net 
Family 

Formation 

Thousands 


Dwellings 
Built 
Thousands 


Number of Dwellings 
Built per 1,000 
Population 


Year 


1939 11,334 
1945 12,229 
1946 12,467 
1947 12,708 
1948(2) 13,059 


Source: Joint estimate by Economic Research Branch, Department of 
Reconstruction and Supply and Economuc Research Department, 
Central Mortgage and Housing Corporation based on data 
supplied by Dominion Bureau of Statistics. 


(1) Including 32,000 warbride arrivals. 
(2) Preliminary. 


Future Benefits, Of the nine different effects enumerated above that 


result from business investment, the consumer is particularly concerned with 
and affected by three: (a) quantity, (b) quality, and (c) price. These 

effects of business investment, as far as the consumer is concerned, are not 
felt immediately a capital expenditure is made but require time to reach him. 


A similar situation exists for certain types of government investment. 


(a) Increases of quantity of goods are of interest to the consumer 
at all times but particularly in times of shortages like the post-war period. 
Currently, in spite of substantial rises in the output of many consumer goods, 
some items, particularly consumer durables, are not readily obtainable, As 
supply of goods becomes more closely geared to demand, price distortions that 
may have existed would tend to disappear. "Black" or'"grey" markets disappear 
when goods are in plentiful supply. There is another important aspect of the 
quantity of goods which particularly affects those consumers who are also 
producers. As more goods are being produced and more services being rendered 


as a result of better organization and increased mechanization, less effort is 


required per unit of output. If then the community as a whole is satisfied with 


an output of goods and services the creation of which requires less effert 
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than in the past, this will mean more leasure for the »roducers which they 
can devote to other than economic pursuits, e.g,, culture, sports and en- 
tertainment. To put this effect into historical perspective: early Canadian 
settlers had to work 12 to 14 hours to make a bare livelihood; today re- 
latively few people vork more then 7 or 8 hours per day but the real standard 
of living has improved considerably over that of the pioneering stage of 
Gumcdals early dovzlopnent, | 

(>) Improvement (or decline) in quality of goo’s and services is 
one aspect of the changes in the standard of living that is all too frequently 
not reflected in general indices measurin; the benefits which consumers may 
reap in an expanding economy making full and effective use of its resources,. 
There is little doubt that the electric toaster which prevents toast from 
burning and the paint which does not peel in rainy weather are the type of 
advances which contribute sreatly to the improvement of the real standard of 


living and are highly regarded by the thoughtful consumer. The fact that 


measurement of changes of quality is difficult should not detract from the 


important effect of such changes on the life of the average Canadian consumer, 


(c) Changes in the prices of goods and services are a matter of vital 
concern to the consumer, particularly in relation to changes in his disposable 
income, for his purchasing power will decline if prices climb more rapidly 
than his income. If he wishes under such conditions to maintain the volume 
of his purchases he will have to draw on accumulated liquid assets or borrow 
in the expectation of an improvement in the situation, The two latter men- 
tioned courses are for most families of limited practicability, If such 
a state of affairs continue for any length of time the effect will be a 
decline in the real standard of living, Conversely, if prices rise less 
rapidly than earnings the real standard of living will increase for most 


Canadians (see Section VII). 
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V.__ BUSINESS AND CONSUMER ATTITUDE TOWARDS INVESTMENT AND 
FINANCING OF PROGRAM 


The businessman's attitude towards investment is determined by his 
appraisal of the economic outlook in general and the prospects for his firm 
in particular. It is therefore the degree of business optimism which determines 
largely the course of private investment, How optimistic, then, was the 
businessman when peace was approaching and how confident was he about the future? 
After a slow start in to ab a great deal of uncertainty about Canada's foreign 
markets and some hesitation about the course of decontrol and tax reductions, 
businessmen gained confidence quickly in 1946, deterred only a little by the 
serious strikes of summer and fall of that year, and continued in that optimistic 
mood until 1948 when many of them saw prosperity for several years ahead "barring 
a major depression in the United States" (see pp. 142-147), 

How did the consumer's outlook affect his contribution to investment 
activity: new ownership housing? Similar to the businessman, his optimism grew 
as high levels of employment and income continued in the post-war period. By 
1947 he was beginning to think that perhaps construction costs were not as high 
as he had thought in relation to his increased income, From that attitude to 
the decision to build a new house was only one more step. In many cases this 
step was taken, It was encouraged by the consideration that income and em~= 
ployment may continue at reasonably high levels for several years and that only 
a depression would bring lower costs, But since depression would in turn be 
accompanied by lewer income, there was little to be gained by waiting. In ad- 
dition to economic cenditions, personal consideratiens of consumers such as 
family formation, or increased size of families accumulating shelter needs were 
important incentives to build, In this respect the consumer's decision to 
invest differed from the decision of the businessman who was primarily guided by 
economic considerations, 


This attitude of both businessmen and consumers was chiefly responsible 


for the rapidly increasing demand for capital goods in the post-war period, There | 


were, of course, many other reasons, e.g, the large backlog of urgent investment 
projects (see p. 142), the substantial liquid assets built up by both firms and 
individuals (see p, 142), and the search for greater efficiency and for improve~ 


ment in the standard of living (see p, 157). 


~ (1) This statement should be interpreted broadly because there were some firms 


/ 


which had prepared post-war plans a year to a year and a half before V-J 
Day and which proceeded to put these into effect as soon as material and 
labour shortages could be overcome, 


i owes. wee cet ce te i. " Sai 
5 : , ry *® - . 
= 3g So tist ws RAV Rith sorte pedi, Jb sal st Arye) bo ed 
wes ent an ; 
. 
A pee: 5 fis ho alle ae ati fy “5 DH oa % 
ee “yes od erties : eg ee ‘ee in Sl ames 1 Pea Cet eh on 
Hoh = -t . é i twe e ; 
. bat | ‘s 5 . as - . " 
. be 2. L ae a Mae nots “A, oye . = ee a a hl a . ¥ ‘ . 
N rs aoe ©7F Rasecet ewes * Ne - 3 « e ei 4 
x x F . ot Vie! +) ‘e 5 ale ‘ e on rn 
2 * , , . 
F E a . : ‘ 
« 7 ‘ . * a ree . A >» -f 4 Beit beat oe Rl ak Loeb ees 3 ee . 
ee R 1 * Bi, yur ting ay vee ray sea oe 4 . cae me , 
et z ‘i % i ; i woh 7 ‘ 
¥ zs i ¥ tow ‘ . ee le ; 
, . * 
5 . oa o ‘ bie naar » - ‘ ' ca ce 
be mre . ! a eee ees aa NS" at Siem . , > 7 - ay ‘= 
. * eons ke * t ae Fe w . 
’ p 3 Ree A a eke i borin ag) cat Aa Be sy on . 
. “ ee a yt it? Cw Sth ‘ Tes ay | e . - tne S + . . ‘ ‘ ‘ * 
pee > a i co a : J vt ; 1 
; eR 
i 5 
Reis . i. 
. ; ‘ ; . emt DN . tg A 14 ‘ ’ . 
: ° iz aie oe side ce Soke 2g oe BS s Sone a at ek ; 
ba pu bes : ca es it a beat 4 eee doe ; . ~y 
ws era + a J Ld Pag 7 7 
r : Nee % i « = Aer - 
- S , are ae ea ceri ast ¥ Bn <n aH og + i s : 
. . f ' . t se a. 
ve, os cs ae : ri can ty se t aes: é a a F, 5 ro : . 
3 L ee eit aang Sy me re re Pe Ate O See es a : ‘ 
- x; idols - Geant # ‘ 4 . 4 aN 9, i & wes . ~~ ss Me . % 
. es i ee 2 aaa BL * “ o 2 tes. 2d : ah ’ att . i 
‘ : 4 Z 
. if i . eet ee rs ’ zs ‘ Pat eels . 
Oy ae ae i eh Bae ae ae us Ney es wt ene reap. ge Te i 2 x ; MARS 
rin ee fe ane Soy os Las ° s- ’ . * = . . . 2 - 
5 S f D aan i 
f Pr we Y ee a AMM ee . ih arate a a read cas : : : 4 
¥ ! i aes a < Pa . at + Son 
. » ‘ 
1a ' P . ae Nae Ag nortan tiple Paes r . RS ates 
- Lee’ ‘ H D ai . ; oo. at ” % = : . . see : . 7 . . 
2 & yh ee % : ‘ ia 
‘ 2 ‘ ‘ . 
: Gakes ‘ ’ nig 4 ‘ 3 . " 7 t . 5 ‘ . . 
‘. a ; . - 
vate ter eS . ~ ‘ : eg ca ae . “ eae Cg RAT tigers ros 2 SWbtucae bik : 
F * ¢ . . 
‘ ws ; Ae pe ae se . ; ¥ . . 
. . ° . 4 . ,. 5 Ure sa fit, 4 hss * . Se) te * 
eat . vey , Tite . yet ? 7 : el . SPR, ar PY nee 5 <b. r 
a A “1 ' a 5 . ; 
, te * . rr ¢ é pay 
ing ane ere eerye wept or te spa ea F , ae Y a ; 5 ie Fis 
a 
. i } + ’ . ig . i . : Fy we a . i 
es Per Ohi 5 Res ie 2 ah : ci . : ie Br, Tata . : 
Opa 3 We Get, fs ae Pigs IS ‘ - . a er ee vat } f 
ie * Ean g : i z ay 
i; te 4 ‘ tf . ie et , A wee te oe eas ay ‘f . Lh. Pa) . . ; € 
bi thy te a0 ‘ ' 4 : ; toe Lh eee Pr . ta fa ie 
7 « . - ~ . . . i ‘ ‘ cE 
tt . . s WS RN La ba ‘s % | . ous . . ute 
Bea ; ofa Aen Ry 8 ; ‘ . y OF ee as a . 
. * & oo jis ” ner + 5 i - . 
%: A oo <a ‘ a aa Nps Hee fe = 4 ! 2 2 a : ; , 5 
~— - : oes . ‘ ‘ « ‘ oe . a . . 4. . . 1 . " 
» + : A 5 . . ‘ eye 
pete Te bse SW techs cas dene ram} : no : tak Cee are BG ig eae « 
« wre as Pes a eae “ ’ ‘ 2 ¥ ‘ , ’ . ' e hb os cn ‘ ; 2 
x . , 1 vase, ( Ne ean SN ©. 
oh ” od and +, . : i * a aS 1 . . Po, ’ o cae) 5 i . “ 
ae eee. a <A : ; th - es ae 5 ‘ : a apes a ‘ 
& 5 y eo ss Sg é 
“ns Pau ‘ Spas Pols ¥ SR . ah hs a Sst ve ee ee iG - =e a 2 1) i 
a \d — bd “ . an = ort ys ey F . * . * . a att if ae 
> - ay nee . Ales woe - 
ee . Pan sf age Le mR ty oF taco aha oe. ee ae ae eet ” , . - ‘ ° aint 
rors 5 2 RSS 5 seoie se cre ee pels |: at eee) ‘ 3 a, ‘ a 
* 
; * , , 5 ; : = i A Einte ye eye bate Sata cite: *¢ 
what y ae to . - s¥e Oe eS i -. re mAs . ns in 3 
. Pek” Z ‘ i es, » ° - iyo « 
x 
, 1 g ’ ‘ br bore ed . 
ES ‘ ae . e oe oe , in we 5 . Nee of. 3 4. iaig 
Beupih é + HU PRG ae ae at es ; . rena * { 
oe tee t 7 a . “ Renin sax! Tle oe ue . . ‘ ae - 
5 ae a tos ‘ U Fy 
i Hs . 
tee . . + “ “ . AS ats, : 8 : mney ’ ; a ‘ : “ : 
- os aes 3 we Sk Ci ‘ on Dae 
f, aes os Si o 
: s riko es TS Be e ‘ - Te ~ . Cae) pg “¢ ae eager 1 ow des vy 5 Se * 
- n= av? 3 F i de at cane , is 
ee . wt Hy 7 ; Oe 
ss ~s ‘ be Y a, . . 1 - soy : Aon ’ fa ” bei . . 
‘ ae 2 4 fees Ne a ‘ : ry ° st SEP . * , ; i : . Vee Ne 
* ‘ 
, ‘ - ae . 
~ oy ss ae 4 von ne : “ ” Py acta I = ; ™ t ae a sor toe *, , 
. oon . ‘ 2. ¢ : he oo ‘ . . 7 : . S : 
" : P . n 
. a, . es ug . eae dei « oa A : a br ay Ord : : 
: Th : ‘ade h : : : shits : > > pede ee 
. - 
Sys. 24 . 
a 1 ‘aad * ’ 4 . A ter : ‘ ! es 
ve “ Aa rsh tte . i as Pua cs 
oe CM 2:5 Sade iat “ SIs at anal Me ee F paves sauce <0) ope va 1 mn Le Wekim 4 6% COR * 
4 . o- ? ’ . . - 
= sy . R ee : ig 5 “ ust? 9S. ~ ants Rint eae ' ° ann ds eS die 
4 bs . 4% 5 3 ae oe ee 5 he 5 i. ye meas nae . 
be & ‘ . eee ee . . 
ie ie * 4 > a as Pa) ‘ é er » " , P Bidi tel) vow r A ‘ ¥ FA 6 
- . . “ee s nt op i é . * a ayes 3 4 ° te ’ We ds : ‘ 1" ns 


-ll-» 

In looking at business men and consumers as a group of investors, two 
souls appeared to exist in the same body, As investors in plant, installations, 
equipment and housing, private firms and individuals displayed a great deal of 
confidence and optimism. As investors in financial securities, particularly in 
the corporate field, private firms and individuals demonstrated great caution 
and a lack of enthusiasm that has been the great puzzle of the last three years 
for most business analysts, financial advisers, bond dealers and stock brokers 
on the North American neti. 3 

This continent is experiencing its largest investment boom = in absolute 
terms = without the excesses of steck market speculation which had been the | 
companion development of se many previous booms, It is too early to attempt te 
explain the reasons for this isncmancty But one aspect of the publicts 
attitude has become apparent: It may be a slower way of increasing one's income 
te invest a dollar in one's own business but it is a surer way than te entrust 
the dollar to the vagaries of the stock market, Or looking at it from the point 
of view of the individual who has ne epportunity to invest his savings directly in 
a business, there are so many things he wants to acquire (heuses and other consumer | 
durable geeds) which draw on his accumulated liquid assets and on his current | 
Savings that he has little to spare for the purchase of securities, Even when he 
does purchase securities his caution often makes him buy low-interest-bearfng 
Government securities in preference to corporate securities currently bringing 
higher return, 

This attitude of caution on the part of many firms and individuals reflects 
the conditions of the first three post-war years with no significant change ine 


dicated for the immediate future, i.e. 1949-1950, 


The Business Man's Attitude Towards Investment 
The business man's attitude towards investment has two distinct aspects: 
(a) investment in plant, installations, machinery and equipment, and (b) 


GQ) The following observation is typical of the many comments made on this subject: 
"The enigma of the situation is that in its colourless behaviour the stock market 
has been indifferent to a highly favourable environment in business and finance," 
The Aftermath of Two Wars, Business Letter, A,E, Ames and Co, Itd., Toronto, March 
18, 1948 
(25 te of the stock market to react to high levels of economic activity, 
profits and capital expansion, does not necessarily mean that the behaviour of the 
stock market on the North American continent has lost its meaning as an econemic 
barometer, It has been suggested earlier (p. 49) that the volume of investment in 
relative terms ~ i,e, as a proportion of gross supply = was smaller in the post-war 
period than in the prosperous late 'twenties, It could well be that the stock 
market is discounting this situation, of which the layman, leoking at inflated 

— figures, may not be aware, 
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investment in inventories. 


investment in Plant, Installations, Machinery and Squipment 

After the uncertainties of 1945 the outlook for the future brightened 
in 1946. There came into play in this period a set of circumstances conducive 
to business expansion which rarely happens more than once in a generation. 

1. A large backlog of productive investment projects had accumulated 
waiting to make good the deficiencies of a lé-year period, the depressed 'thirties 
and the war years. ‘The demand included expenditures for the replacement and 
improvement of the existing capital structures and its expansion in line with 
Canadian progress of industrialization and improved real siahdetas tf living. 
It is thought to have been of the order of $12 billion (in 1945 prices). This 
would about equal the total value of goods and services produced in Canada in 
the year 1945, which provided for a population of almost 12 million people the 
second highest standard of living in the world - surpassed only by the United 
States. To liquidate the backlog would have meant spending over $1,000 for every 
man, woman and child in Canada. 

2. Substantial accumulated liquid assets were available. In 1945 
business and individuals held Dominion Government bonds of over $9 billion, and 
a significant portion of the total money supply (cash and bank deposits) of $35 
billion (see Summary Table 58). These financial resources, three times as large 
as those of 1939, provided sufficient liquid funds to finance almost the whole 
of the backlog of desirable investment projects accumulated at war's end. 


SUMMARY TABLE 58. - BUSINESS AND INDIVIDUAL HOLDINGS OF DOMINION GOVERNMENT 
BONDS AND MONSY SUPPLY, CANADA, SSLECTED YEARS, 1939-1948... 


_(As at December 31 in Billions of Dollars) 


Item 


ce ee ee ee 


Business(1) and Individual Holdings 
of Dominion Government Bonds 


Money Supply 
Cash 
Bank Deposits 


Source: Compiletion based on data supplied by courtesy of the Bank of Canada. 

(1) Excluding holdings by the chartered banks and life insurance companies but 
including small holdings of other types of financial institutions, 
investment dealers and some net purchases by foreigners. 


3. Undistributed corporation profits were swelling the financial 


reserves of business firms. In 1945 60 per cent of total corporate profits 
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after taxes was retained, with the remaining 40 per cent being paid out in 
dividends. In 1939 the situation was the reverse, with undistributed profits 
comprising only 44 per cent and dividends paid out 56 per cent. This trend 
towards retaining a larger proportion of corporate profits for business 
expansion and operations continued throughout he first three post-war years 


(see Summary Table 59), 


SUMMARY TABLE 59. = DIVIDENDS PAID OUT AND UNDISTRIBUTED CORPORATE 
PROFITS, CANADA, SELECTED YUARS, 1939-1948. 


(In Millions of Dollars) 


1939 | 1945 


Item 
Dividends Faid Out(+) 250 
Undistributed Corporate Profits 386 
Total Corporate Profits 
after Taxes 636 


-— 


Sources Compilation based on data supplied by courtesy of the Dominion 
Bureau of Statistics 


(1) Includes charitable contributions made by corporations. 


4+ Total business savings increased, not only because of plowing back 

a larger proportion of earnings into the business, but also by increased 
depreciation allowances. The latter made rapid write-offs of acquisition cost 
of capital assets possible (see Summary Table 60). Adequate allowance for 
depreciation made it easier for business men to decide on scrapping existing 
machinery and installations where these had become obsolete and replace them 
with more up to date equipment. It also meant large initial write-offs for new 
investment at a time when earnings were high. 

SUMMARY TABLE 60,- UNDISTRIBUTED CORPORATE PROFITS AND DEPRECIATION ALLOWANCES, 


CANADA, SHLSCTED YEARS, 1939-1948. 
(In Millions of Dollars) 


Item 1939 1945 1947 | 1948 
Undistributed Corporate Profits 2t9 386 608 316 
Depreciation Allowances(1) 582 785 928 965 

Gross Business Saving _ 801 1,171 | 1,536 1,881 __ 


Source: Compilation based on data supplied by courtesy of the Dominion Bureau 
of Statistics. 
(1) Depreciation allowances include depreciation on housing and farm property 
and equipment, as well as depreciation on corporate assets. 
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5+ Conditions of borrowing had become easier. The chartered banks 
had more cash reserves on hand in 1945 than in 1939, and these funds were 
seeking investment opportunities. With the chartered banks being willing to 
lend for business purposes, and expanding business firms needing funds, the 
result was a significant increase in chartered bank loans to the public. 
Another encouraging feature was the low interest rate which at the end of the 
war had reached a level lower than that of any corresponding period. It was 
to decline even further, until it reached a low point in 1947 (see Summary 
Table 61), Lending institutions, such as life and fire insurance companies, 
loan and trust companies, and fraternal societies, had more funds to invest 
at war's end than before the war. Mortgage loans on real estate in 1945 reached 
the lowest point, in absolute terms, since 1926, and comprised only 17 per cent 
of total admitted assets, as compared with 27 per cent in 1939 (see Summary 


Table 62), 


SUMMARY TABLE 61+ = SELECTED CREDIT AND INTEREST INDICATORS, 
CANADA, SELECTED ssi 1939-1948 . 


noe 7 oY (Average Month-end F eh ee 


Item eg Re | 1946 ___| 1948 


SR e e eY  AN Se ES  S OE te 


Current Public Loans in Canada by 
Chartered Banks $55 ie 100 223 , 1,935 
Per Cent of Cash to Canadian Deposits 104 i ‘ 11.0 


| 


Dominion of Canada Bonds Payable in 


Canada Only, Theoretical 15-Year 
ore Sey | 3.16 cy Se: See se Lik. a 


Sources: Compilation based enadate on data supplied by courtesy of the Bank of Canada. 


SUMMARY TABLE 62. - LOANS ON REAL ESTATES OUTSTANDING AND TOTAL ADMITTED 
ASSETS, LENDING INSTITUTIONS, CANADA, SELECTED YEARS, 1939-1947. 
(Year end figures) 


AM ES 6 eR OO 8 ee Mee 


Ae ae “eT brads 


602,528}' 501,092] 556,887 657,186 
25247, 431 |2, 929, 244] 3,122, 2044 | 3, 250, 3090 


26.8 i 17.1 17.8 20.2 


en ee oe ee ee ee ee 


Item 


Loans on Real Estate 
Outstanding(1) - (g thousands) 


Total Admitted Assets - 
(. thousands) —_ 

Froportion of Loans on Real 
Estate to Total Admitted 
Assets - Per Cent 


Sources Compiled by the Sconomic Research Department, Central Mortgage and 
Eousing Corporation, based on reports received from 123 companies 
covered in a monthly survey of loans on real estate approved by 
lending institutions. These companies account for 93% of loans on 
real estate outstanding for ail companies of these types. 


(1) Includes agreements for sale. 
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6. Income and excess profits taxes were high at war's end, but tax 
reductions had been promised, (1) and were made gradually during the first three 
years following the conclusion of the war. As Summary Table 63 indicates, 
these reductions emounted to more than one-third between 1945 and 1948 for a 
company with a net taxable income of 100,000. 


SUMMARY TABLE 63. -INCIDENCE OF INCOME AND SXCESS PROFITS TAX ON A 
HYPOTHETICAL COMPANY, CANADA, 1945-1948. 
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Desctintidn 145 | A946 | 1947 | 1948 
PTR eR, RE A | ioe | entitadir HEE 
Net Taxable Income $100,000 {00,000 $100,000 | $100,000 
2  |Income Tax 18,000 | 18,000! 30,000] 30,000 
3 Excess Profits Tax 47,000 | 304433 6,250 - 
4 Gross Tax (items 2 + 3) 65,000 454323 36, 250 30,000 
5 Refundable portion, E.P.T. 34303 - bp “i 
6 Net Federal tax (item 4 - 5) 56,667 48, 333 364250 30,000 
7 Provincial Income Tax(1) - | - 7,000 7,000 
8 Total Federal and Provincial Tax | 
(items 6 + 7) 56,667 | 48,333 | 
9 Net Income After Taxes (item 1 - 6) | 7S PE Ne Be : 51,667 | 


Sources Compilation based on prevailing corporation tax rates. Two assumptions 
are made; (a) standard profits are $50,000, (b) the company's fiscal 
year coincides with the calendar year. 

(1) On the assumption of the company being situated in Ontario or Quebec 

where the provincial income tax is 7 per cent of the net taxable income. 
In other provinces the rate is 5 per cent. 
7» Uncertainties with regard to foreign markets were dispelled through 
a number of Government measures. Of these the two most important were: (a) 


credits!) to European and Far Zastern countries(see Summary Table 64), and (b)ne- 


gotiations towards increasing multilateral trading which ledtothe Geneva and 
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(1) "The Government proposes not only to reduce taxation as rapidly as possible, 
but to develop its fiscal policy so as to encourage the increase of private 
investment to a high and stable level." White Faper on Employment and Income, 
(2) In addition, substantial gifts for relief were made to other comtries. In 
the fiscal year 1946-1947 these gifts alone amounted to about $35 million. 
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7 P GU er aeons: 


INCIDENCE OF INCOME AND EXCESS PROFITS 
TAX ON A HYPOTHETICAL COMPANY, | 
CANADA, 1945-1948. 


THOUSANDS THOUSANDS 
OF DOLLARS OF DOLLARS 
00 


FUNDABLE 
AX_ PORT ION 
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SOURCE: SEE P. 145. 
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SUMMARY TABLE 64,- EXPORT CREDITS TO FORSIGN COUNTRIZS, CANADA, 1945-1948. 
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eye 


Amount of As_of October 1, 1 
Country Date of Loan Actual Balance 
______ Agreement p million Drawings Outstanding 
United Kingdom March 6, 1946 1,250 .0 1,015.0 235 0 
Belgium Oct. 25, 1945 and 100 .0 67.0 330 
May 2, 1946 
China Feb. 7, 1946 60 .O 13.3 
Czechoslovakia March 1, 1945 and 
June 26, 1945 19.0 29 
France April 9, 1946 242 «5 0.3 
Netherlands May 1, 1945 and 125.0 6.1 
Febe 5, 1946 
Netherlands Feb. 5, 1946 1540 a 
Indies 
Norway June 25, 1945 and 30 0 G7 
June 6, 1946 
Russia Aug. 20, 1945 360 Owl 
Total - | 1, 8445 | 297 oh 
Sources Data by courtesy of the Department of Finance. 
Havana agreements of 1947 and 1948. The most important concessions achieved 
(1) 


promising to bring immediate returns were those obtsined from the United States 
These forces proved strong enough to divert a large portion of 
Canada's resources into investment purposes, with the result that relatively 
fewer resources were available to meet the needs of consumers, although in 
absolute terms output of consumer goods continued to increase during the first 


two post-war years. 
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(1) The following are some indications of the effect of the Geneva Agreement 

on Canada-United States trade, using 1939 as a basis. Of $111 million of 

dutiable exports, concessions on $105 million, or all but 5 per cent, were | 
received. These concessions amounted to reductions of from 36 to 50 per cent 
on 60 per cent of our dutiable exports, the binding of rates on 25 per cent 
and intermediate concessions on the remaining 10 per cent. In addition: the . 
United States bound as free items over $190 million out of 210 million of 
non-dutiable imports from Canada. As a result, all but about 7 per cent of 

Canadian 1939 trade with the United States would be affected favourably by 

the Geneva Agreements. lore detailed information is available on some 160 

dutiable items imported into the United States from Canada in 1939, valued 

at nearly gl00 million, covering 90 per cent of Canadian dutiable exports to 

that country. At the tariff rates applicable in 1939, these imports would . 
have paid about $18 million in duties. On the basis of the agreements reached 

at Geneva the customs collected would have been about $12 million, or 30 per cent 
lesse In ad valorem terms, this represents a reduction in rates from 18 to 

12 per cent. 
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investment_in Inventories 

Many of the factors encouraging expansion of plant, installations, 
machinery and equipment by business enterprise were also the underlying con- 
siderations towards increasing investment in inventories. But there came 
into play also special forces which deserve separate mention: 

(1) Total stocks had not increased significantly during the war and the 
pipe lines between producers, distributors and consumers were at low levels, 
relative to sales. In certain fields available inventories were actually 
inadequate for efficient business operations. 

(2) The building up of inventories at all levels of production and 
distribution had to be pursued in line with: (a) physical limitations imposed 
by available resources and the pressing demand for current output, and (b) the 
desire of business firms to develop in a rising market a relationship between 
sales and inventories which would minimize the risk of loss in case of a downturn 
in the sales volume and prices. 

The result of these considerations was to achieve a very rapid 
expansion of inventories in the first full year after the war, with a slower rate 
of increase in the second and third years (see Section I). The latter 

development reflects the cautious attitude of the business community not to get 
caught with large and high priced inventories. 
The Consumer's Attitude Towards Investment 

Two aspects of the consumer's attitude towards investment are 
important: (a) his own contribution to capital expansion through house building 
for home ownership, and (b) his views about business investment. 

In the field of housing the need for additional living accommodation 
at war's end was so clearly established that there appeared to be little doubt 
about the consumer's attitude on this point. The clamor was for more and more 
houses at prices which the average Canadian family could afford. This clamor 
was heeded with regard to the supply of housing (1) and with the aid of special 
Government measures a housing program which surpassed any previous accomplishment 
in Canada's history got under way during 1945 to 1948 (see also Section VI). 


With regard to business investment consumers views differed 


Oe a ee et ee 


(1) Most of the new housing units provided met the needs of families in the 
medium and high income brackets. The clamor for low cost and low rental housing 
was met only to a small extent. 
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considerably. One school of thought - that was the one greatly criticizing 
Government's attitude towards private investment (see p.194) - held that 
capital expansion should proceed at a slower pace to leave a larger portion 

of the country's resources to meet the needs of the consumer. The other school 
of thought was for a reasonably rapid capital expansion as the shortest way 
towards increasing domestic output of consumer goods and heading off the 
inflationary forces prevalent in the Canadian economy. The actual events that 
took place in Canada suggest that a middle course was followed: encouragement 
to capital expansion in 1945 and 1946 and a moderate attempt to slow down the 
rate of expansion in 1947 and 1948 (see Section VI). 

As a result of the conditions favourable to business expansion the 
large investment program undertaken in the first three post-war years was 
financed with comparative ease. With demand strong and financial resources 
plentiful, the factor determining the volume of investment in the post-war 
period has so far been physical limitations, as reflected by fairly general 
shortages of manpower and materials and specific shortages in certain basic , 
and building materials (see Section II). The ease with which the Canadian 
investment program was financed in the post-war period has generally been 
acknowledged as the outstanding feature of the present investment boom. The 
second notable feature was a large reliance on domestic financing and the 
significantly reduced borrowing from abroad for purposes of capital expansion. 

On the first point, that of little financial strain the credit 
facilities available were ample in the first full year after the war, and the 
situation changed only slightly in the next two years. In 1947 the launching 
of new common stock issues became more difficult although bond financing 
continued fairly easily. The effect on the interest rate and on credit 
facilities in general of the large volume of capital projects intended for 1947 
and 1948 was seen with some apprehension by the financial community. As events 
turned out these fears proved to be unwarranted, partly as a result of the 
financial strength of investing business firms and individuals who had large 
accuaulated savings in liquid form, and partly as a result of policies pursued by 
the Government (see Section VI)- From the scanty information available it 


appears that of total expenditures for business capital expansion only about 15 


} \ 
iW ivy : 
RS 


i it) 
iB. 


Lpe all's ada eee 95) 
2 wate aT nels i ce a 


. Att at 
vd ite Al AY 0 


i ‘Feetepee or oe shtewegion atin bEewe y 


he 
hy 
arty 


ei tte naiand bia‘ bciigy eaten eh aioe hives 
| einen, faites galt rynonboo nwtbainet ene “int das . | . 
ee rhowel lot saw cess oo. ethbht 2 sant dasygen, sei 


ites: arog Si 


‘o, 


‘a 


ht Ae | “4 
vg veyeg th Wes Lee. ie: Rie cat is station | es en Oae Bae ‘eee! ae ‘ctor 
(OK nome see: ose) ener bas’ eae ak iets 


Peeonnte out Bs: aes ai bis ‘ue 
; yrs se tec prnmnre ao xT aye “ ’ . i ‘ Ny 4 ‘ae eh view 5 
Mi ig 
‘gh: totems enootged: ot efter sein aan Fhetoo etd te $iieot » oe oe bse 


\* SBe grmay tevetead ooh, teneb enh at noses vohews anes i outicents 8 | 
ERO oot fe decent? bee urowte Saadeh SeE0 E99 ovisieringabs adtw ado “ 
‘MeEWndeudg ojltt oh: drrenvee wert: “Lo em Love saad gaintarteseb qotogt wid wiisaste” 
apenas “lelet: yf bodoel tet as (atolteseant Deoteyshy deed ne | on hil big) 


= 4 


Steed. afadtee mi ocoyndvode ofTiseqe bas eiateetan baa: vewoqassal to) 


Oi BOBS BAT 4 x ie Ho F898 oats e ¥ ladtetag 


s, 


| tow edeoe: oad ok beonealT wen. metactg sills 
eft: .mood toembeoval Jrecdiy- oth te oma: gakbrmtirtyo edd be bosbotwomise E 


al 

~ 
~ 
+ 
od 
“an 


te 


ay 


oy - bas gufotadk) offaaean mo ae psec gee meet ae ‘ow etutant sidaton bobeaa- rf 


r Sent i +h t | 
ahegaque lackyas 1 nseoiuly 6) beowia- ert: gtbwerrtad beoubor sie iacia 
bheys sie: miss: etonekht ehigti ie tea Bete | saeed end a0 Ay 4 


c 
— 


OI veld ie My x7 ra i 
2 ee 1a BY ah g 


heey Liv? remk 8 as. ae “pepe lala sidal tava eelttttont i 
bar caren’ ate PEPE 0 TSSE OF trem woud.’ mF. Mid tigi te Sis eg bopmmins” wbtiod th’ 


iaooreeer') feta Soutie dear tt b- eae — sears et Hoord reine” v0 to) 


=e 


hebetn mn Diu mde evtatrt sit no poet edt thie: ‘ylttet ountansst 


te one! oe: mae ent Yo La4Ssiag ad. seibthe 


have oe «Mb deena > witeeekl bad vd ae nendote gS me ifthvndea eae: et 7 


s 
z 
? 


Bhy to sigaet s ca ies” Pest TEs. ed “Ose ‘hovers eee “otiaat : wo i 
3% Q4, Dat ony oleughwah eh 4 , Bmaere 4 naentad we abies ake 16: Mad ga 
NSE “Thies aehgs fog to hf ts Oh 
i dis ithe Chive: bisneer ALE AGS 


Bis Vite. does: S9XS. 8 stidooree easdered’ tatty rey PEE pecctan tens « 


- 149 - 
per cent were financed through the domestic capital market in 1947(1) (see 
Summary Table 65) and that the proportion was slightly higher in the preceding 
year. The remainder of financing came mainly from the accumulated liquid assets 
and high current savings by business firms and individuals. 


SUMMARY TABLE 65. - CORPORATE SECURITIES ISSUED, BONDS AND SHARE CAPITAL, 
CANADA, 1947. 


Total 

Corporate Share Corporate 

Type of Issue Bonds Capital Securities 
Issued(1) | Issued(2) Issued 


New Issues 
New Construction and Major 
Improvements 41.8 1364 
New Machinery and Equipment 0.9 39.5 
Sub-total Aon? Ani paag 
Other Purposes(3) 48 .1(4) 161.2 
Total 90 8 337-1 
Refunding Issues 
All Purposes = 2728 
Grand Total(5) 51961 90.8 60929 


mer 


et ee _ 


oe ete ea a ee re ee es ee 


Source: Special compilation by Sconomic Research Department, Central Mortgage 
and Housing Corporation. 


(1) These data differ from those published by the Bank of Canada in that they 
relate to the date of issue instead of the date of delivery. 

(2) Excluding mining shares. 

(3) Includes purchases of existing land and buildings, working capital and 
other general operating purposes of the companies. 

(4) Includes $12.9 millions for retirements of preferred stock, bank loans, 
bond issues, and exchange of shares in reorganization. 

(5) Payable in Canada. 


The following comment from a financial house is fairly representative 
of the thinking of the Canadian financial community as to how the "very large 
aequisitions of physical capital were financed with so little disturbance in our 
financial markets." After explaining the reasons for the large cash surplus of 
the Dominion government, the business letter went on to say: 

"In the result over $800 millions of Dominion Government indebtedness 


were withdrawn in the banking system, releasing funds which the banks used 


ee sw re re mr me rs a oe ee ee ee ee 


(1) Capital expansion for plant, installations and equipment by business in 1947 
was estimated at $1.5 billion, while the amount financed through the domestic 
capital market was less than $250 million. 
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to acquire new securities and to extend business loans, partly of course to 
finance the accumulations of inventory by their customers. In addition an 
undisclosed amount of the Government's cash accretions were used for additional 
debt redemption and acquisition of Dominion of Canada securities. Through these 
processes funds were released into the capital market to meet part of the 
investment needs and, in spite of two successive reductions in Dominion bond 
prices in January and February, 1948, good support was available to absorb 
securities which corporations and individuals were obliged to sell to acquire cash 

It is beyond the realm of available Canadian statistics to trace in 
detail the financial process by which the capital market was replenished with 
funds. Nevertheless, there are some sidelights of particular interest to those 
who follow the course of interest rates and monetary and fiscal policy. — 

To the extent that the heavy investment in plant and machinery was 
financed out of current and accumulated cash retained in business there was no 
drain on the capital market. Undoubtedly the cash pesourone of business financed 
much of these expenditures. For the balance, business was obliged to dispose 
of financial assets such as marketable securities, ineur temporary loans or 
issue new securities. ‘As a source of funds to absorb this financing it should 
be realized that the national income was twice as large in 1947 as it was in 
1929, although actually the amount of personal savings in 1947 was only $768 
millions which was less than half the peak of $1,676 millions in 1944. 
Notwithstanding the fact that Canadian business issued $328 millions of bonds 
and stocks the net drain on the new capital market from this source was virtually 
negligible by reason of the offsetting retirement of outstanding securities. 

Whatever dislocation developed in the Canadian financial markets in 
the latter part of the year apparently came, not from burdensome offerings of 
new securities to finance capital expenditures and larger inventories, but 
from the disposal of marketable securities held in business and personal 
portfolios."(1) 

The last mentioned observation has a bearing on the point emphasized 
earlier that the stock market has proven in the first three post-war years a 


much less sensitive barometer of business expansion than other indicators of 

(1) The Financing of Capital Sxpansion, Business Letter, A.i. Ames and Co. Ltd-, 
Toronto, iway 3, 1948. Some of the figures quoted have been revised subsequently 
by the Dominion Bureau of Statistics, but the revisions do not affect appreciably 
the explanations presented in this appraisal. 
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business optimism such as the investment program of firms and individuals, 
Comparing 1948 with 1939, investment in plant, installations, equipment and 
housing was three and a half times as large in value terms and twice as large 
in volume terms, Ayect rust this the index of commodity stock prices of all 
companies was by mid=1948 only one quarter higher than it had been in 1939 
(see Summary Table 66), One segment of the stock market which reflected the 
buoyant demand for investment goods was the index of prices of common stocks of 
machinery and equipment companies which showed increases between 1939 and mid-~ 
1945 ef more than twice the prices prevailing before the war, 
SUMMARY TABLE 66, ~ INDICES OF COMMON STOCK PRICES OF MACHINERY AND EQUIPMENT 


COMPANIES, BUILDING MATERIAL COMPANIES AND ALL INDUSTRIAL AND TOTAL 
COMPANIES, CANADA, SELECTED YEARS, 1929-1948 


—or 


Machinery Building All 
Year and Equipment; Material Industrial Total 
Aap e __ Companies Companies Companies Companies 

1929 - (1) ~ (1) 189, 7 

1933 = (1) ~ 42) 68.2 

1939 100.0 100,0 100,0 

1945 ee 118,0 10&,7 

1946 182,2 A ey 126.3 

1947 181.0 140.9 11867 

1948 July 232.8 1 127,90 


D cuiiahekenteetieneemeaad 


Source: Compilation based on annual and monthly issues of Prices _and Price 
Indices. Dominion Bureau of Statistics, Ottawa, 


(1) Not available, 

On the second point, that of large reliance on domestic financing, the 
little borrowing from abroad for purposes of capital expansion has represented 
a complete reversal of past Canadian experience, In the 1896 = 1913 
period of economic expansion the volume of investment was financed to a large 
extent by substantial capital inflow directed particularly to the settlement and 
development of Western Canada, In this period international capital movements, 
particularly from Great Britain, were the major source for financing economic de= 


velopment in Canada. During the late 1920%s the amount financed by international 
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capital movement was not as important as in the earlier investment boom but 
still represented a significant portion of capital development. (1) 

On the other hand, in the years following World War II the sale 
of new Canadian securities abroad has not been at all significant in financing 
the current investment program (see Summary Table 67). The observation appears 
to be justified that the current high levels of investment activity were 
almost wholly Canadian financed, largely due to the strong international 
financial position which Canada had achieved at the end of the ware At that 
time Canada's position was firmly established as what is commonly known in 
economic literature as a "mature debtor" country. It meant that Canada was 
retiring more of her old debts than she was incurring new debts. In fact, then 
Canada's foreign indebtedness was continuously declining and the time when 
this country would change from the status of a debtor nation to a creditor 
nation was in sight. 


SUMMARY TABLE 67. = ESTIMATED NET NEW ISSUES (+) OR RETIRGM=NTS (-), 
CANADA, SELECTED YEARS, 1939-1947. 


a ae ee ee s namineaonil Baki — 
tien 1939| 1945 | 1946 | 1947 
Payable in Canada Only | 
Government Eonds(1) +101 + 83 
Corporate Bonds and Stocks +110 +245 
Sub-total +211 | +328 
Payable Abroad (Only or Optionally) | 
Government Bonds(1) - &2 | -171 
Corporate Bonds and Stocks -129 -164 
Sub-total -211 | - 335 
payable in Canada and Abroad | 
Government Bonds(1) +19 | +3,433 + 44 | - &8 
Corporate Bonds and Stocks -~ 19. js 23 + 62 + 81 
Total O |+3,456 +106 a 7% 


eS er a re ee ee 


Source; Compilation based on data published in Bank of Canada Annual Report, 
1947, pe 30. 


(1) Government Bonds include Dominion direct and guaranteed bonds (excluding 
special banking issues), provincial and mumicipal bonds. 
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(1) Insufficient statistical data are available to make a precise statement 

of what portion of capital expansion was financed with foreign funds. From 
scanty data available it appears that more than three quarters of the investment 
boom of the turn of the century was financed with foreign capital, while in the 
‘twenties this proportion was down to about two-fifths to one-half. 
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Financing of the Housing Program 

wore than two-thirds of house building activity undertaken in the 
post-war period was for home ownership. More than half of the total program 
was financed by individuals, cooperatives and owners themselves. Accumulated 
liquid asset holdings by individuals during the war years was mainly responsible 
for the large private equity capital available. Government financing and other 
assistance, more significant in the post-war period than ever, was responsible 
for the building of about three out of ten houses. Lending institutions, 
partly on their own and partly with Government participation, were responsible 
for a similar proportion of houses. If account is taken of some overlapping 
between Government and lending institution financing, these two sources were 
contributing financial and other assistance to a little less than half of 
the housing program (see Summary Table 68). 


SUMMARY TABLE 68. - HOUSING UNITS STARTED, BY SOURCE OF FINANCING, 
CANADA, 1947. 


— 


Source of Financing 


Number | Per Cent 
Direct Government Housebuilding | 12,330 15.76 
Government Financing of Housebuilding |} 11,404 14+01 
Sub-total 24,234 29°77 
Direct Institutional Loans(1) 125008 19472 
Total 38,658 L749 
Individual, Cooperative and Owner Financing(2) 42,746 52.51 
Grand Total 81,404 100 -00 


Source; Compilation based on Mortgage Lending in Canada, 1947, Central 
Mortgage and Housing Corporation, Ottawa, 1948. 


(1) This item excludes housing wits financed by lending institutions with 
Governinent guarantees or participation. The total number of units 
financed by lending institutions including both direct and joint 
financing was 25,638 or 31.73 per cent of total housing starts. 

(2) This item includes a small number of housing units financed by 
commercial banks, 

Savines and Investment 
So far the analysis has been confined to attitude and behaviour 
towards investment of particular sectors of the economy, the business man, 
the consumer, and (in Seetion VI) the Government. The question arises as to 


how the inter-action of all the different forces at work affected total savings 


of the economy and facilitated investment as a whole. 
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Summary Tables 69 and 70, developed by Dominion Bureau of Statistics 
and first used in the Appendix to the Budget of 1948, assemble the relevant 
data (with latest revisions) on the source and disposition of private savings. 
Private savings cover gross savings, that is, the sum of personal savings and 
business savings. The latter are represented by retained earnings of business 
enterprises, either in the form of undistributed profits or depreciation 
allowances. The concept of gross home investment is the concept used by 
Dominion Bureau of Statistics to denote investment in plant, equipment and 
housing (excluding investment in durable physical assets undertaken directly 
by governments) and investment in inventories (represented by estimates of 
the change in value of inventory holdings(1) in all segments except for grain 
in commercial channels and all farm inventories). Net increases in foreign 
assets are estimates of the excess of privately financed exports of goods and 
services over imports. Government deficits or surpluses are the difference 
between Government expenditures and revenue (after adjustment is made for 
reconciliation of data in the public accounts with estimates in the national 
accounts). There is a residual error of estimate between the two sides, due 
to shortcomings in available statistics. The convention has been adopted of 
dividing this residual error and allocating half of it to each of the accounts. 
Without attaching too great statistical precision to the data because of the 
varying quality of the different components which make up the estimates, they 
are roughly indicative of how total non-government investment in durable 
physical assets was financed during and since the end of World War II and what 
part Government played. 

The different items shown in Summary Tables 69 and 70 can be reduced 
to the simplest common denominator by the following two formulae; 

A» Savings = Investment + Government Deficit 
B. Savings + Government Surplus = Investment 

Formula A reflects the conditions of 1939-1946, Formula B the developments 
of 1947-1948. 

During 1939-1946 individuals and business saved more than was used 


at home for investment purposes. The balance was absorbed by an increase in 
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(1) For qualifications attached to the estimates of inventory changes see 
footnote (1), p. 42, Section I. 
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SUMMARY TABLE 69. = SOURCES OF PRIVAT SAVING, CANADA, SELECTED YEARS, 
1939-1947. 
(Millions of Dollars) 


1944 1945 1946 


Item 


See ee 


Personal Saving L, 730 | 1,368 961 605 

Undistributed Corporation 
Profits 56 1 All 608 

Undistributed Wheat Eoard 
Profits 


Inventory Revaluation 
Adjustment (2) re ee ee oe = ~.18 


Depreciation Allowances 582 863 785 846 928 


Residual Error of Estimate - 10 +189 +170 - 9 +106 


Total 


Ly Q55ie4 By QOF | AR | eae! oa 


oe mn + ee rma re a cen a ee ee See ee ee re re re ne ee ee rs ee 


Source: Revised data as of November 1, 1948 supplied by courtesy of the 
Dominion Bureau of Statistics. 


(1) Preliminary. 
(2) This adjustment has been made only to grain held in commercial channels. 


SUMMARY TABLE 70. - DISPOSITION OF PRIVATE SAVING, CANADA, SELECTED YEARS, 
1939-1947. 
(Millions of Dollars) 


Re ee Ne OE 2c: laine Gam le oe a a a aa a =o 
— = 1944 | 1945 | 1946 | 1947(2) 
1,788| 2,884 


Gross Home Investment | 674 565 


Net Increase in Foreign iis 
(including Foreign Exchange) 
123 a0 


| 

| 
Adjusted | | cen 326 17 

Government Deficit (+) or | | 
Surplus (-) ie ey DOL said bie; -932 
Residual Error of Estimate : + 9 |- 189 | - LT. | + 8) 4105 
Total 2,055 ae : 2,771 | 25238 | 2,074 


Source: Revised data as of November 1, 1948 supplied by eourtesy of the 
Dominion Bureau of Statistics. 


(1) Preliminary. 


foreign assets and by Government deficits. The former resulted in reducing 
some of Canada's foreign indebtedness. The latter made possible, during the 
war, large military expenditures, and in the immediate post-war period 
substantial expenses involved in the rehabilitation of returned service men 


and the readjustment process in turning from a war to a peacetime economy. 
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With this purpose largely accomplished and Government expenditures considerably 
reduced, a second whase was reached in 1947 in which gross home investment 
replaced in large part Government expenditures. . This phase continued through 
1948. Gross savings, instead of being devoted in part to cover Government 
deficits, were bolstered by Government surpluses to provide the funds required 
to carry out the large program of gross home investment currently under way. 
In 1945 gross home investment had absorbed only 20 per cent of total gross 
savings, while 24 per cent went into a net increase of foreign assets, and 60 
per cent were absorbed by the Government deficit. In 1947, as the Government 
deficit turned into a surplus, the latter became the second most important 
factor (32 per cent) as a source of funds for the large volume of private 
investment. The prime source was business savings (55 per cent), while personal 
savings contributed only 21 per cent. (1) 

The changing role of the net balance of Government expenditures and 
revenue deserves special emphasis. During the war years and the immediate 
post-war period, the Government deficit meant additional demands on the limited 
resources of manpower and materials and was therefore inflationary in character. 
Beginning in 1947, however, Government expenditures were reduced considerably 
without a corresponding reduction in Government revenues. The result was 
twofold: (a) Government demand for the resources of the country was reduced, thus 
eliminating some of the inflationary pressure, and (b) private gross savings, 
which had been declining, were bolstered to make the execution of a large 
investment program possible. This was accomplished by redeeming Government 
securities and releasing cash to the banking system, business firms and 
individuals to finance a significant portion of their oapital expenditures and 
prevent a serious tightening of the money market. 

A word of caution is appropriate with regard to the general 
observation usually made that a Government surplus is deflationary. This is 
broadly true insofar as the Government surplus siphons off through taxation 
excess purchasing power which might otherwise have added pressure on an already 
tight demand-supply situation. Hut a great deal depends also on how the surplus 


is used. Insofar as the retirement of the public debt provides cash for the 


(1) Percentages do not add to 100 because of the residual error contained 
in the estimates. 
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banking system, firms and individuals, and, in turn, is used to increase private 


capital expansion, it will assist in maintaining effective demand for the output 


of investment goods industries which in a period of high economic activity are 
usually hard-pressed. 

There is another aspect of inflationary pressure of Government 
expenditures which does not become apparent from looking solely at a budget 
surplus. There may be a shift from one type of Government expenditure, say on 
services in adequate supply, to another type of expenditures for goods in short 
supply, eg. equipment for preparedness programe In both cases the same budget 
surplus may be available, but Government expenditures in the second case would 
put pressure on prices in the sector of short supply and in this way would be 
more inflationary than in the first case. 

The warning against oversimplification inherent in making general 
observations should not detract from the dominant role which Government deficits 
and surpluses play in establishing a balance between private savings and 
investment. Their importance in Canada is indicated by the fact that in the 
short space of three years a budget deficit of $2.6 billion (in 1944) was 
turned into a budget surplus of over $900 million (in 1947)». During these 
three years private savings dropped from $3.1 billion to 2-1 billion. 

Another development of significance was the varying importance of 
personal savings vis-a-vis business savings. When the war was drawing to a 
close personal savings were the most important factor contributing to the 
volume of gross savings, 56 per cent in 1944 and 50 per cent in 1945. By 
1947 personal savings were down to 30 per cent of total and the situation 
appears about the same in 1948. This decline in personal savings was the 
result of many factors, the most important of which were: (a) new opportunities 
to purchase consumer durable goods, many of which had been unobtainable during 
the war years, and (b) the struggle to maintain in the post-war period the 
standard of living achieved during the war years in the light of rapidly rising 
prices. Business savings on the other hand continued to increase, mainly 
because (a) profits increased without corresponding increases in dividend 
payments, and (b) excess profits tax on business profits was abolished and 
corporate income tax rates were reduced. 


What is the impact of this shift? Current personal savings have 
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returned to about the pre-war proportion of total private savings (32 per cent 
in 1939). Insofar as reduced personal savings have meant a greater diversion 
of earnings to purchases of consumer durable goods, this means increased demand 
for items which compete with capital goods for the same type of labour and 
materials. This shift, then, does not mean any easing af inflationary pressure 
on industries which produce both capital goods and consumer durable goods. 
Insofar as the reduction of personal savings was due to increased volume of 
purchases of certain non-durable consumer goods and services, there was no 
additional inflationary pressure on those industries where excess of demand 
over supply continued to be felt most strongly. These consumer sectors use 
labour and materials which could not be transferred to capital goods and 
consumer durable goods industries - Geg§+ &@ woman in a textile mill could not 

do a man's job in a steel mill. 

As for business enterprises seeking funds for capital expansion, this 
shift makes it apparent that firms will have to continue to rely to a large 
extent on their own retained earnings to finance industrial growth in the near 
future. The development counsels business firms to continue with their present 
policy of relatively moderate dividend payments and the retention of sufficient 
reserves to finance out of their own resources a large part of their future 
expansion, modernization and replacement needs. 

In looking at the present relationship of personal Savings - business 
savings - government surpluses as sources for the current private investment 
boom, the precarious nature of this relationship becomes apparent. If one 
considers what would happen if the Government surplus were to disappear or be 
greatly reduced, say as a result of increased expenditures for a preparedness 
program, this would mean reduced resources and funds available for expenditures 
for private investment purposes. lihat effect this would have on the Canadian 
economy depends on whether private demand for Capital goods would continue to 
press unabated for the limited resources at the same rate as in the last two 
years. If this were the case, and in the absence of a Government allocation 
system and price controls, prices of capital goods would be driven to heights 
never before reached in Canada and considered improbable at war's end. For it 
must be remembered that any additional demand for capital goods coming on top 


of the large volume of investment already achieved would be made when there is 
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little slack in the economic systems . This conclusion, based on a broad and 
somewhat oversimplified analysis of the present status of the demand and supply 
position in Canada (and to a similar extent in the United States) is generally 
shared by the business and banking community, as the following comment 
illustrates; "The whole situation .. » has a special significance from the 
standpoint of the impact of possible additional demands on materials and- 
manpower in the form of an expanded defence program and/or further aid to 
overseas countries. To some extent, such additional requirements may dovetail 
into the Canadian economy to take up slack that may appear in existing sources 
of demand. But looking at the picture over all, it is impossible to avoid the 
conclusion that further diversion of resources into defence and/or foreign 
aid, if of any appreciable magnitude, would necessitate important readjustments 
in the volume of goods and services now flowing into the satisfaction of 
domestic peacetime needs. The position in this regard would be quite different 
from that existing immediately prior to the war when a rapid and substantial i 
expansion of production was made possible by available excess capacity. In 
sharp contrast, at the present time, any substantial’ new demands upon the 
resources not only of Canada, but of the Continent as a whole, would come 
in on top of an already tight situation in key seetors of the North American 
economy ."(1) 

At first glance this appraisal is quite convincing. There are, 


however, other factors to be considered. The Canadian economy isa vigorously 


growing economy. Industrial plants are expanding, the labour force is being an 


augmented, and productivity is improving. As long as full use of available 
resources is made, an increase in the volume of output can be expected each 
year. most of this additional output will be offset by increased demand for 
consumer goods and only a smaller portion would be available for investment 
purposes both for civilian and preparedness needs. The fact of the situation, 
however, is that the expansion of the economy will allow some increase in the 
level of capital expenditures. A possible decline in the volume of exports 
to Europe and Empire markets is another consideration that should not be 


overlooked. If this occurs in the next two or three years - it will if the 


te a a Re 


(1) The Canadian Scene, Bank of Niontreal, Business Review, November 22, 1948. 
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present plans of the sixteen European countries participating in the European 


Recovery Program materialize - added Capacity will become available in Canada 


for domestic purposes. 

The task ahead is not an easy one- It will require a great deal 
of fiscal wisdom and adequate consideration of the best allocation of the 
resources to steer a middle course of finding a balance between personal 
savings and business savings, Government surpluses or deficits, and invest- 
ment, both civilian and preparedness, which would avoid extremes resulting 
in the one instance in shortages and inflation, or unemployment and low 
incomes in the other. No fixed formula exists to determine such a course 
and a great deal of further experimentation and study are needed. In this 
effort initial setbacks tending in the direction of either of the two 


extremes appear to be unavoidable. 
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VI. _ GOVERNMENT'S ATTITUDE TOWARDS INVESTMENT 


Has the Governinent's attitude towards investment in the post-war period 
been inflationary? The answer to this question has two distinct aspects: (a) in 
regard to its attitude towards public investment, the answer is: no; (b) in 
regard to its attitude towards private investment, views as to the effect of 
Government policies differ widely, from one that it is distinctly inflationary 
and expansionist, to one that it is constructive and in line with Canada's 
increasing importance as an industrialized nation. The record suggests that the 
effect of Government policies lies between these two extremes. The evidence 
appraised later supports the conclusion that the Government's attitude towards 
private investment in the immediate post-war period was inflationary and in the 
later part mildlydeflationary. 

The fact that the Government'!s policies have been different in the two 
large segments of the investment field counsels the appraisal of the Government's 
attitude towards public investment separately from its attitude towards private 
investment. There is a great deal of interaction betrreen the two segments. 
Frequently public projects are undertaken at the insistence of national, regional 
or local groups of citizens. In other instances, private investment projects are 
initiated by business firms or individuals as a result of encouragement by 
Government through fiscal and other devices. In their effects, private and 
public investment have many similar characteristics, for both types of 
expenditures affect similar resources of the country: construction and building 
material industries, machinery and equipment ue related industries. 

As far as the volume of investment activity is concerned, both private 
and public investment, before World War II, followed broadly similar trends, 
although differing significantly in the degree of fluctuations which occurred 
(see p. 33). However, the emphasis on investment as a whole as a factor in 
maintaining high levels of employment and income, which has become accepted 
Government doctrine in the last four years, has brought out a new relationship 
between private and public investment: public investment complements private 
investment, and should therefore vary inversely to the volume of private invest- 
ment. The application of this doctrine, which for the first time is being tested 
in the expansionist period since 1945, would mean keeping public investment low 


when private investment is high and making large governmental capital expenditures 
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when business and individual capital expenditures decline greatly. 


The changes in the Government's attitude towards private anc public 


investment is discussed broadly in the sections which follow, for three different 


periods: (1) the pre-war period (before 1939), (2) World War II (1939-1945), 


and (3) the post-war period (1945-1948). 


Government's Attitude Towards Investment in the Pre-ilar Period 


The guiding principle in making public capital expenditures before the 


war was to create in the Canadian economy the transportation, power and related 


facilities to match the industrial and commercial expansion of the country-whieh 


in the earlier period concentrated in the field of primary resources, and since 


the end of World War I developed also in secondary industries. 


The trend of public investment policies can be observed by the course 


that Government capital expenditures took. By far the predominant item of 


expenditure has been the amount spent on the development of transportation 


facilities - canals, docks, wharves, dredging, steam railways, highways and 


Streets. Much of the early outlay of steam railways for opening new territory 


was financea by public outlay either in cash or land grants and by guarantees of 


bonds. There was also direct expenditure on railways by both provincial and 


federal governments - as late as the nineteen-thirties in the case of the Hudson 


Bay Railway. Since shortly after the War of 1914-18 one of the great railway 


Systems has been publicly owned. Large expenditures have been made on waterways 


from the early nineteenth century to the nineteen-thirties when the Welland Canal 


was completed. 


Until the outbreak of the War of 1914-18 a large part of the expenditure 


on roads was local in nature and undertaken by the municipalities. The need for 


high standards was not great and, although street building increased the amount 


substantially, the outlay did not match that on waterways and railways. Beginning 


about 1912, with the development of motor transport, the provision of adequate 


provincial highways and of a better type of local road has meant greatly increased 


outlay on this type of project. 


The other main types of public investment in the earlier period were on — 


public buildings, on means of providing municipal services, and on public 


utilities other than those for transportation. The requirements for buildings 


_ were relatively greater in the early period of growth. 
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population and economy there was relatively great need for new legislative and 
administrative buildings, new schools, new hospitals, and the other means of 
performing the services of the government. With the decline in the rate of 
growth of population and substantial conclusion of geographical and industrial 
extension of the frontier, these needs became less pressing than before. Govern- 
ments did not enter the public utility field, aside from transportation, to any 
great extent until after the turn of the nineteenth century. Since then until 
the nineteen-thirties large outlays were made. Mention may be made of the 
Ontario Hydro Electric Power Company development, and government expenditure on 
telephone systems, particularly in the West. 

The predominance of outlay on transportation in Canadian public invest- 
ment is indicative of the concentration of government attention on the development 
of the productive capacity of the country. The opening of new territory and the 
attempt to make markets available to the developing industries required, in the 
main, the development of transportation facilities. This was particularly so in 
a country of Canada's size and with her distribution of resources. Further, the 
importance of foreign trade in which raw materials and food were exchanged for” 
finished products exerted a double influence. The first was the attempt to 
connect the various parts of the country so that they would not be dealing in 
isolation with other countries; the second was the attempt to provide access to 
the seaboard for all sections. 

The change in the types of public investment outlay had an important 
influence on the governments involved. Railway expenditure, while undertaken 
partly by provincial governments, was in the main the responsibility of the 
Dominion. local roads, before the motor transport era, were undertaken largely 
by the municipalities, as was the development of community services. /#lith the 
increased importance of motor transport, beginning about 1912, and the decline 
in the relative importance of the railways, public investment became very much 
more a concern of the provinces. This tendency was accelerated after the War 
of 1914-18 when the Dominion government ceased its policy (except in the case 
of the C.i.R.) of concentrating on the development of the productive assets of 
the country. That function in large measure was taken over by the provinces in 


road and highway and utility programmes. (1) 


ee ee 


(1) The historical description is from MC. “Urquhart , “Public _ _Investment_in 
Canada, The Canadian gournal of Feonomic and Political $ Science, “November, 


19455 Pp+ 538-39. 
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The suggestion to use public investment expenditures as an economic 
weapon tor combating low levels of employment and income has been heard on many 
occasions since Confederation, but it was not until the severe depression of the 
‘thirties that the clamor for Government action resulted in the first systematic 
attempt to use public investment to offset the substantial decline in private 
investment. The attempt lacked coordination in the earlier part of the ‘thirties 
between the Dominion and provincial (and municipal) governments. The governments 
also lacked the detailed architectural and engineering plans which are necessary 
for such operations and were short of the engineering staff necessary to initiat« 
and supervise any comprehensive program. It was not until 1937, when the worst 
of the depression was over, that a certain degree of coordination was achieved 
and a larger volume of public investment was forthcoming. This investment was 
113 per cent higher, in monetary terms, and 89 per cent in volume’terms, than 
the capital outlay made in 1933. The program was still below that of the 
preceding peak of 1930 -- 12 per cent in value terms and 7 per cent in volume 
terms. 

Public investment policy as it took shape just before the commencement 
of World War II was still in an unsettled state. The main problem facing the 
Government of the 'thirties was how to reconcile the employment and income 
advantages of public projects with the selection of undertakings which would be 
of direct, and, if possible, immediate advantage to the economic development 


of the country. (1) 


(1) This searching for principles to guide the Government in its public invest- 
ment policy is reflected in the following two comments, one by a Cabinet 
Minister and the other by a senior Government official: "On this question 
we reached the conclusion that of themselves public works and an increase 
in government payrolls did not offer an effective remedy for unemployment. 
We recognized at the same time that in a period of acute depression govern- 
ments were justified in expanding the normal program of public works and 
were under an obligation to adapt such a program to the employment needs of 
various sections of the country. Therefore, in drawing up our estimates 
last year, we proceeded on the principle that in formulating a public works 
program for relief purposes we should select undertakings which had an 
intrinsic economic value to the nation and which would lead to an ultimate 
expansion of private employment through the development of natural resource: 
and the tourist trade." N. McL. Rogers, Minister of Labour, address to the 
Canadian Club of Toronto, The Labour Gazette, Vol. XXXVII, No. 1, Hanuary, 
1937, pe 27. "For it must be remembered that while Government has +o and 
does step in in emergencies, resultant taxation, and Government competition 
with private industry for the supply of skilled workers may tend later in 
the depression period to deprive many more men of work in private industry 
than Government itself can hope to provide by public works expenditures. !! 
A.B. Purvis, Chairman of the National Employment Commission, address to the 
Canadian Club of Montreal, January, 1937, The Labour Gazette, op. cit., p. 
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Attitude Towards Private Investment 

The guiding principle of the Government's attitude towards private 
investment before the war was one of leaving it to private entrepreneurs to 
expand the capital structure of the country as rapidly as the business outlook 
warranted or the changing standard of living demanded. Sporadically taxation 
and other incentives were provided. These incentives usually took the form of 
tax concessions mainly to encourage investment that would contribute to the 
development of natural resources and the expansion of the transportation system. 
A more embracing provision was made in 1939, when a "capital expenditure 
allowance" was introduced for the purpose of expanding the investment activity 
by private industry. The purpose of this provision was, according to the ... i=. 
Minister of Finance, to place Canadian industries "on the most modern and up-to- 
date basis, enabling them to cut costs, to compete more effectively in both the 
domestic and the world markets, and thereby to be in a position to maintain 
prosperous employment for the long-run future."(1) But on the whole the volume 
of private investment was dependent on private initiative. In some instances, 
where private undertakings resulted in failure, such as the breakdown of a 
number of railway companies in the early part of the twentieth century, the 
Government stepped in and took over these undertakings. In another field where 
private initiative did not provide the necessary facilities, as in the case of 
housing, several attempts to stimulate private construction were made before the 
ware But these attempts are of a more recent date and include financial 
assistance to private house building for ownership and rental through the 
Dominion Housing Act, 1935, and the National Housing Act, 1938, and repair and 
modernization of existing homes through the use of the Home Improvement Loans 
Guarantee Act, 1937. 

When World War II broke out Canada was faced with the task of full 
mobilization of her resources to the successful prosecution of a world conflict 
This task called for a supreme effort on both the civilian and military fronts. 

Surveying Canadian industrial capacity shortly after war broke out, 
the Governinent found that there was need for a substantial expansion of capacit 
if the large needs for military equipment and munitions of the Canadian Army ar 


Canada's allies were to be met. 


{1) Budget Speech, by the Minister of Finance, House of Commons Debates, 
April 25, 1939, p. 3151. 
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To achieve the maximum industrial effort in the prosecution of the war. 
three ways were open: to make full use of available capacity; to contract 
production of civilian goods; and to expand plant capacity for the output of 
Specialized military equipment and munitions required. All three measures were 
adopted in Canada. Through various restrictive measures the productive capacity 
devoted to civilian goods was relatively curtailed. Through direction of labour 
and allocation of essential war materials to industry, production of military 
Supplies at full capacity was made possible. Finally, the Government, partly 
on its own and partly in co-operation with private industry, embarked on a large 
program of building industrial plants designed to provide the additional 
industrial capacity needed to turn out a war product which at the peak was equal 
to a year's output of the whole Canadian economy in the 'thirties. 

During World War II, some $3.5 billion were invested in plants, 
structures, and purchases of machinery and er in industries either 
directly or indirectly associated with the war effort. Of this sum, about half 
was either directly financed or assisted by Government. The Government itself 
Spent more than $700 million on industrial investment and encouraged expenditure 
of another $1 billion through fiscal devices - some $500 million through special 
depreciation allowances and an additional $500 million through special write-off 
provision for tools and other small equipment items used up rapidly in the war 
production process. The other half of the total investment of $3.5 billion was 
the result of the expansion of the transportation system, electric power, 
warehousing facilities and other industries, particularly the primary industries 
producing basic materials required for the war effort. 

The Dominion's direct investment program in war production facilities, 
involving an outlay of more than $700 million, was carried out under the war 
industry expansion program of the Department of Munitions and Supply. It was 
designed particularly to create the specialized industrial facilities required 
for production of munitions and military equipment which private industry was 
not in a position to provide. The Dominion Government kept title to the 
industrial strueture which it created, but the operation of these plants took 


various forms, as indicated in Summary Table 71. 
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SUMMARY TABLE 71 - DIROCT GOVERIMEMT INVESTMENT IN WAR PRODUCTION 
FACILITIGS, BY FOR! OF MANAGEMENT 
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Crown plants operated by various Federal government 
departments 


Crown companies responsible to the Department of 
Munitions and Supply 


Crown plants operated by private firms on management 
fee basis 


Crown-owned extensions and alterations to privately 
owned and operated plants 
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Source: Disposal_and Peacetime Use of Crown Plant Buildings, Departinent of 
Reconstruction and Supply, Ottawa, 1948, p. 12. 


A measure of the relative importance of the Government's investment 
in war production facilities is provided by a comparison between employment in 
Crown plants and that in all war industry and in manufacturing as a whole. The 
229,000 persons employed in Crown plants during the peak war production period 
represented approximately one-quarter of all war workers and about one-sixth of 
the total in all manufacturing industrics,. 

Privately financed wartime industrial expansion was concentrated 
largely in those industries which were engaged in the production of basic 
materials, shipouilding and automotive equipment and to only a limited extent in 
the gun, chemicals, ammunition and aircraft incustries. On the other hand, 
about 40 per cent of the Government's expenditure on industrial expansion was 
devotec to the provision of facilities designed to produce chemicals, explosives, 
and ammunition, 20 per cent to gun and small arms plants, 17 per cent to 
industrial equipment and basic materials, 12 per cent to aircraft and only much 
Smaller amounts on expanding shipbuilding, automotive, instrument and other 
Munitions industries. 

The direct government-financed war plant expansion program reached its 
peak in 1941. Investment in new ouildings and in machinery and equipment by the 
Crown during that year amounted to approximately 204 million dollars, as 


indicated in Summary Table 72. 
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SUMMARY TABIE 72 DIRECT GOVERN ENT EXPENDITURES O! WAR PRODUCTION 
PACTLITISS, CANADA, 1939-1945 
' 
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1942 185 
1943 184 
1944 ort 
1945 25 
| Sac Te tee 3 Pe Pericles cic aS Sei oe wre at See ree ee 
Total 718 
Sources Disposal and Peacetime Use of Crown Plant t Buildings, Department of 


Reeonstruction and “Supply, Ot Ottawa, “1948, De Lear 


Approximately 30 per cent or about Ge23 Million of the total sum 
invested by the Government was spent on the construction of buildings and other 
structures designed to house war production facilities. A relatively small 
proportion of the expenditure involved only alterations to existing buildings 
and the provision of, or improvement in, heating, lighting, and comfort 
facilities. Since the improvements, alterations or extensions formed an 
integral part of the owner's plant and could not be removed economically, the 
title was usually vested in the contractor. 

The plants built either fully or in part with public funds curing the 
war were all erected for the purpose of adding to the capacity of war production 
facilities and, in the large majority of cases, the peacetime demand for the 
Original products was found to:be non-existent. However, almost five-sixths of 
the buildings were found to be readily adaptable to peacetime industrial use or 
to meet the requirements of various federal government departments and Crown 
companies. The remainder of the buildings consisted of non-usablé -capaeatty, 
and temporary structures erected to facilitate on-site shipbuilding and ship 
repairs. (2) 

In retrospect, during the war the lines between the Government's 
attitudes towards public and private investment in the traditional sense were 


) less clearly drawn than either before or after the war. The main purpose of 


(1) See Disposal and Peacetine Use of Crown Plant Buildings, Department of 
Reconstruction and Supply, Ottawa, 1948, Ds phere 
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investment during World War II was to increase the military industrial potential 
of the country; whether it was done with private or public funds or under private 
_ or public management became questions of secondary importance. 
With the great emphasis on a maximum industrial war effort, investments 
Serving civilian purposes, whether they were of the traditional public works type 
| or the non-essential private investment type, like service facilities and 
_ housing, were kept to a minimum. Various means were employed to keep non- 
_ essential investment at a low level, such as construction control, allocation of 
Scarce materials, and manpower controls, 

During 1944, as favourable events brought the conclusion of hostilities 
in sight and production of military supplies passed its peak, the question of the 
peacetime use of the large industrial war structure, much of which had been 
built up with public assistance, came to the fore. Three groups of establish- 
ments were involved: 

(1) Plants Requiring Modernization, Expansion and Minor Adjustments 
to Peacetime Production. - This group included: (a) plants in existence at the 
outbreak of the war which either in part or in full had been turned to war 
production without requiring much adaptation, as, for example, such light 
consumer. goods industries as primary textiles, clothing, footwear, food, and 
Such heavy industries as base metals, cement and abrasives; and (b) new 
factories or extensions to existing ones designed to produce military supplies 
which had peacetime counterparts of an identical or similar nature, such as 
plants producing rubber goods, tools and instruments, plywood and certain 
building materials, and basic anc structural steel plants. The main problem 
of the older established plants, as peace approached, was one of modernization 
and expansion of production facilities to achieve greater efficiency and to 
exploit new designs and materials. New plants, on the other hand, whose 
facilities were up-to-date, needed only minor adjustments to cope with the 
changes in production techniques imposed by varying civilian demands, 

(2) Plants Requiring Conversion Involving Major Adjustments to 
Peacetime Production. - These establishments included: (a) plants in 
existence at the outbreak of war which had to undergo substantial conversion to 
produce military equipment; and (b) plants built during the war whose peacetime 


usefulness after further conversion or major adaptation appearea to be assured 


was likely to be affected because of their adaptability and favourable 
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location. Some of the latter plants were privately owned, while otnors were 
Crown-owned but were made available to industry through sale or lease. This 
group included plants fabricating a variety of metal products, such as 
munitions components, radio and communication equipment, elcctrical apparatus, 
automotive and other industrial equipment. Many problems of conversion loomed 
ahead of this group: liquidation of war contracts, financing of conversion, 
delays in the delivery of new machinery and equipment, adaptation of plant in 
a period characterized by shortages of building materials and manpower and by 


rising construction costs, selection of new peacetime commodities to be 


manufactured economically, and efficient organization of new production 


schedules. 
(3) Plants Not Usable for Peacetime Production, Including those 


Dismantled and Kept_in Reserve. - This group of special-purpose plants was 
designed anc built during the war to mass-produce specific war matcrials. With 
the advent of peace they represented surplus capacity in their particular 
fields, e.g., shipbuilding and aircraft manufacture. Because of their nature 
and design they were, in some instances, not convertible to peacetime production, 
Some of the establishments, such as the chemical, explosive and aimzuhition- 
filling plants at Transcona, Manitoba, and St. Paul l'Ermite, Quebec, were of 
temporary construction and were considered hazardous for peacetime use. Some 
of the surplus plants remained in operation to supply the pocacetime needs of the 
Canadian armed forces, and, together with others held in reserve, formed the 
nucleus of a munitions industry should its re-establishment become neccessary. 
The remaining plants = and they are few in number - have been dismantled (or 
are in the process of being dismantled), the useful machinory and equipment and 
Salvageable material sold, and the remainder scrapped. 

ft is not possible to give more than a broad indication of the extent 
of the conversion process involving both publicly and privately owned plants. 
Difficulties of measurement are great and the results that can be attained are 
Only ofnlinited= valuc?: Phreughout the: war period nany of: they privately omned 


plants combined production for civilian purpose with filling war orders. 


Numerous other establishments, most of which were small in size, worked as sub- 


contractors for large wag producers, and their conversion problems, where they 


xisted, were correspondingly minor. Any measurement of the conversion problem 
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in terms of the total number of plants and establishments has little meaning 


because a mere statement of the number of small firms or producers of part war 


and part civilian goods not in need of conversion, compared with the total 
number, vould understate greatly the conversion cffort undertaken by an 


important seginent of Canadian industry. 
Information is available on the conversion effort of a group of some 
658 establishments engaged in war production in 1945, employing some 400,000 


workers. In terms of plants only some 5 per cent were not usable for peacetime 


purposes cither in full or in part, including those dismantled and kept in 


reserve (group 3 above). About 39 per cent had to undergo conversion, including 


major adaptation, to be usable for peacetime production (group 2 above). Of the 
remaining 56 per cent, about half, or 28 per cent, needed modernization and 
expansion of their facilities, while the other 28 per cent required minor 
adjustments since they represented newer plants built during the war (group 1 
above ). 

Thus a major portion of Canada's industrial war structure was found 
usable for civilian purposes, although, in a number of instances, large 
conversion, modernization and expansion outlay was required. In terms of 


capital expenditures made, it is cstimated that of the more than »3.5 billion 


=f Ge ag co =n Ee ar er 


Spent either directly or indirectly for var purposes, some $2.2 billion worth 
of investment was found readily adjustable for peacetime industrial efforts, (1) 
5 The war then, as a result of a large armament program, saw the 
emergence of a vastly expanded industrial structure whose continued use and 
d full utilization became a mattor of particular importance to the Government. 

It was realized that in the post-war period a number of problems of particular 
/ complexity in the investment field would have to be faced. A great deal of 
thought and effort was therefore syent on clarifying Government investment 
)Policy as it related to the immediate and long-term post-war needs of the 
Canadian economy. 
; Principles of Post-War Investment Policy 
| Thc principles of Government post-war investment policy were developed 
r 


during tne latter stages of the war and found their expression in two documents: 


he White Paper on Employment and Income with Special Reference to the Initial 


sce Encouragement to Industrial Expansion in Canada, Operations of Special 
Depreciation Provisions, November 10, 1944 - March 31, 1949, Department of 
Reconstruction and Supply, Ottawa, 1945, pp. 14 and 15. 
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Period of Reconstruction (May, 1945), and the Proposals of the Government of 
Canada to the Provinces on the occasion of the Dominion-Frovincial Conference 
on Reconstruction (August, 1945). 

The Government's approach was an all-embracing one. One of its 
primary objectives was to maintain the high levels of production, income an 
employment achieved during the var years through the introduction of mcasures 
which would aim at stabilizing the Canadian economy. (1) This was to be 
accomplished within the framework of a "frce enterprise" socicty, which was 
thought the best type of society to achieve higher standards of living. (2) 
Based on the experience gained from the fluctuations that have taken place in 
the Canadian cconomy during the last two decades, the Government's aim was said 
to be one of offsetting or compensating for the forces tnat make for extremes. 
To replace the large Government expenditures upon which the wartime economy was 
based, the Government's policy was directed toward the expansion and stabiliza- 
tion of expenditures having their source in "the sales made into the export 
market, in a rising level of consumption, in private investment for the expan- 
Sion of productive facilities, and in public investment for improving the 
productiveness of our natural resources and the construction of uscful public 
vorks."(3) 

While the two above-mentioned documents laid great stress on the 
measurcs designed to avoid large fluctuations of exports and developing e floor 
under consumer expenditures, some specific principles as to the Government's 
attitude towards private and public investment were also elaborated. 

In its relationship to private investment the guiding principle was 
to encourage private investment as much as possible within the resources 
available in the country. A number of measures vere introduced to put this 
principle into effect as the war was coming to a conclusion, as described later 


One 
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(2) "The Government has adopted, as a major aim of Government policy, ~ the 
maintenance of a high and stable level of ineome and employment," Budget 
Speech, October 12, 1945 (House of Commons Debates, p. 1002). 

(2) Proposals of the Government of Canada, laniicnne la eae Conference on 
Rene Ae, August, 1945, pp. 5“S. See also Radio Address by Right 
Hone C.D. Howe, Minister of Reconstruction, November 20, 1945: "High 
employmentand a Highlevel of income must be accompanied by high standards 
of living. Tho latter calls for a high level of production." 

Provosals of the Government of Raunt bt. city. tent 
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) With regard to public investment, the Government stated that it was 
its intention to use public investment to help in ironing out fluctuations in 
private investment. (2) It was the ceclared intention of the Government to 


institute a system of managing its capital expenditures so that they may 


; 
) 


contribute to the maximum to the improvement and stabilization of employment and 
income. Because of the divided jurisdiction between the diffcrent levels of 
Governnent, it was recognized that public investment in Canada rested largely 
with the provincial and local authorities and that the Federal Government was 
only one contributor to the total public investment expenditures made in Canada. 
Close co-operation between the Dominion and provinces was therefore considered 
essential to produce a public investment program of sufficient size to be used 
as an instrument for moderating cyclical fluctuations. (2) The types of projects 
conceived covered a broad range: improved transportation facilities, the 
eonservation and development of natural resources, the construction of useful 
and necessary public works supplementing the capital expansion of private 
business and individuals, were all considered an integral part of the Governe. 
ment'ts investment program. The purpose of such a program was conceived as one 
of expanding the productive wealth of the community and widening the opportuni- 
ties for enterprise and employment. 

A certain amount of realism was attached to the acceptance of these 
principles. It was felt that in the absence of demonstrated success in any 
country in the world of administering such a policy, a ccrtain amount of 
experimentation would be necessary. Admitting these difficulties, it was hoped 
that the best prospect for using public investment as a factor to mitigate 
deficiencies in export income or private investment expenditures lay in adopting 
the principles of 

(a) using public investment programs to strike as near the source of 
deficiency as possible; and 

(bo) providing expenditures through established channels in which the 


deficiencics of income and investment were most severely felt. (3) 


et es ee Oem 


a 4 Employment _and Income, Op. Citi oust lon 
The publ ishea statements on the Dominion's public investment policy have 
been based on the assumption that the provinces would accept the tax 


proposals presentcd to the Dominion-Provincial Conference on Reconstructio: 

(1945). It should be noted, therefore, that modifications in the agreement 
reached with the provinces may affect the Government's investment policy. 
Proposals of the Government of Canada, ODe Cites Pe 25. 
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In order to achieve uniformity in the timing of public investment 
expenditures, the Government proposed (a) to encourage advance planning by 
other levels of government through lending technical assistance, providing 
factual information and by planning grants, and (b) to give timing grants for 
deferrable public projects, accepted and registered with the Dominion as fully 
planned, and executed at a time designated by the Federal Government. "In the 


timing of he Dominion would concern itself only with employment 


g to the provincial and municipal Governments the directio 
vestments, subject to the Dominion having discretion to determin: 
one year the total value of projects, if any, on which it would pay 
timing grants within any province,"(1) 

The principles of investment policy as developed during 1945 became 
the guiding considerations for adopting measures of both encouraging and in some 
measure discouraging certain types of investment at different times during the 
transition period. In applying these principles the Government was faced with 
a coutinuously changing set of circumstances and the principles had to be 
interpreted broadly to fit the conditions faced between 1945 and 1948. 

Government's Attitude towards investment _in the Post-War Period 

when the war was drawing to a close, differences in attitude towards 
Public and private investment which had moved in the background during the war 
came to the fore again. For it vas in line with Government thinking of this 
Period to return in the post-war era to a "free enterprise" economy as rapidly 
as conditions of post-war readjustment permitted. A program of gradual de- 
control was mapped out which was pretty well followed through the first two years 
after the war. 

At the same time, however, it vas realized that decontrol by itself 
would not solve many problems of the transition period and that some positive 
Measures vere required each designed to meet particular situations as they 
arose. These special steps as they affect levels of public and private invest- 
ment are discussed briefly below. 

Government's Attitude tovards Public Investment 
When the war ended, the Government had a large number of public 


Projects on hand the execution of which had been deferree during the war. Some 


(1) Proposals of the Government of Canada, op. cit., pp. 26-27. 
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of these projects were fully planned, others capable of rapid planning. But in 
procecding to carry out some of these projects account had to be taken of other 
demands for the output of investment goods industries. In the first post-war 
year it became apparent that the high priorities attached to private investment 
for conversion, modernization and expansion of industry, housing and hospital 


construction made 


it impossible to undertake many public investment projects 
schedule n in the early post-var period. As a result, the Federal 
regard to its own capital expenditures became one of 
vO a basic minimum except in the special case of housing which is 
sed later on. 

Special survey and enginecring control machinery was set up in the 
form of the Public Projects Branch in the Department of Reconstruction (later 
Reconstruction and Supply) to screen capital expenditures proposed by Federal 
Government Departments and report to the Cabinct Committee on Reconstruction on 
their urgency and economic significance (the latter in association with the 
Economic Research Branch of the Department of Reconstruction and Supply). This 
enabled the Cabinet Committee to advise Treasury Board and the Cabinet as a 
whole on how to keep the federal investment program at low levels during the 
post-war periods (2) 

This policy was implemented from 1946 to 1948 and continues to be the 
current policy of the Government. It was repeatedly reitcrated in public by 
Ministers of the Crown. To give two examples, one by the Minister of Finance 
and the other by the Minister of Reconstruction and Supply: ‘We have pruned 
our public works and other construction programs drastically in order to avoid 
demands on building materials and building labour urgently required for 
housing." (2) « « « e "The capital expenditures of the Dominion Government, 
however, on projects which would in general be desirable have been deliberately 


held down until labour, materials and exchange are in more plentiful supply. (3) 


te 


oy A more detailed description of the policics adopted, tne procedures used 
and the effectiveness of the measures adopted, is given in Current Public 
tion and Supply, Ottawa, April and December, 1946 and July, 1947 
(confidential revorts). 

(2) The Right Hon. J.L. Ilsley, Minister of Finance, Budget Speech, June 27, 
1946 (House of Commons Debates, pe 2903). 

(3) The Right Hon. C.D. Howe, Statement in the House of Commons, December 17, 

1947 (House_of Commons Dubates, Daily Edition, p. 287). 
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Within this broad framework of restricting the over-all volume of 


federal public investment activity a certain degree of flexibility was 
maintained. This proved useful in that it mace it possible in some instances 
to proceed with federal public investment projects which appeared necessary in 
particular localities where unemployment pockets appeared as a result of the 
reconversion process which Canadian industry was undergoing. But on the whole 
reconversion proceeded at a satisfactory pace anc with little dislocation so 
that the device of using public investment projects as a means of combating 
temporary unemployment had to be used only in a small number of instances. 

Tne Federal Government's aim of keeping public investment expenditures 
as low as possible in the last three years was impeded by the fact that it had 
to confine its efforts to the Federal segment of public investment. ‘Jith the 
failure of the Dominion-Provincial Conference on Reconstruction of 1945-1946 to 
reach agreement on over-all taxation matters, proposals for a joint development 
of a social security and public investment program were deferred, In its 
relations with the provincial eng etree cea governments, the Federal Govern- 
ment had to confine itself, in the absence of a co-ordinated public investment 
policy, to bringing to the attention of other governments the groat need for 
materials and manpower of private industry and individuals. There was a great 
deal of emphasis on the inflationary effects which would result from large 
public investment expenditures whether undertaken by Federal, provincial or 
municipal governments. The appeal to the provinces and municipalities was 
usually couched in terms of the need for conserving scarce materials and labour 
for urgent projects such as housing. For example: "I hope that provinces and 
municipalities will find themselves able to follow a similar policy (Federal 
Government's policy of curtailment) at this time when the housing situation is 
so acute.'"(1) 

The Federal Government's own example of restricting capital expendi- 
tures, the planning and engineering difficulties being encountered, and the 
rapidly rising costs induced most of the provinces (and municipalities) to 
proceed slowly with the execution of the large backlog of investment projects 
Which they had accumulated since the depressed ‘thirties and further increased 
during the war (see Summary Table 73). 


(1) The Right Hon. J.L. Tisley, Minister of Finance, Budget Speech, June 27, 
1946 (House of Commons Debates, p. 2903). 
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SUMMARY TABLE 73- DIRECT GOVERNMENT EXPENDITURES(1) oN NEY DURABLE 
PHYSICAL ASSETS, CURRENT AND CONSTANT DOLLARS, 
CANADA, SELECTED YEARS, 1929-1948. 


($ Mill.) 


a a ———. act SBS ailatcinnce hora 
Dominion Provincial Municipal All 
Year Government Governments Governments Governments 


Current Dollars 

ed a2 154 
1952 23 80 
1939 34 165 
1945 141 236 
1946 36 194 
1947 57 284 
1948(2) 57 

1929 48 138 
1933 29 &S 
LYo9 34 165 
1945 105 176 
1946 29 134 
1947 oi, 108 
1948 30 156 
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Source: Sce Summary Table 1, p.29, 


(1) Excluding government operated institutions: sa¢ hoasing. 
(2) Preliminary estimate. 
Government's Attitude towards Private Investment 

When peace came in 1945 the economic outlook was uncertain. A milliox 
and-a-half veterans and war workers had to be re-absorbed into the civilian 
economy. Foreign trade had to be re-established, taxes were high and dis- 
couraged investment. Industrial plants and equipment were in need of over- 
hauling, replacement and modernization. Markets for many goods both at home 
and abroad were by no means assured. Problems of financing and exchange loomed 
large. 

In this situation the Government's policies to encourage and 
facilitate the conversion, modernization and expansion of Canadian industry 
were developed along two lines: 

le Measures designed to speed up liquidation of wartime obligations 
and the war-created industrial structure through rapid cancellation and settle- 
ment of outstanding war contracts, speedy renegotiation of completed war 
gontracts, disposal of Government-owned war materials, stores, plant and 
equipment in excess of peacetime needs, and the winding up or reconstitution 


of Crown companies established during the war. 
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2e Direct fiscal incentives to encourege industrial expansicn pending 
the revision of the over-all restrictive wartime tax structure to conforn to 
the ccntinuing peacetime needs for the maintcnance of a high level of cmploynent 
and income. Such fiscal aids included the privilege cf writing back or carrying 
forward losses to allow business firms to approach more nearly an average profit 
basis for taxation purposes: the granting of a Plat tax rate for the first year 
of operation of newly-established companies, thus exempting them in part from 
the full taxation load under the Excess Profits Tax Act; tax concessicns to 
encourage the exploration and drilling for cil and the exploration and prospect- 
ing for base metals and strategic minerals; permission to write off current 
expenditures for research in the ycar of expenditure and eapital expenditures 
over a three-year period; and provision for special depreciation on new invest- 
ment in industrial plant and equipment of a type that would speed up the process 
of industrial adaptation in the transition period. 

These specific policies were supplemented by broader policies dealing 
with such matters as credits to Canadats foreign customers in order to aid them 
in their recovery, and also to maintain markets abrvad for many of Canada's best 
primary products. To cope with war-engcndered scarcities, materials in short 
Supply were allocated tc the most essential uses.- The high level of wartime 
taxation was reduced to provide incentives for increased production. The low 
interest policy of the Government was continued - with adjustments in the latéryr 
part of the post-war period in the light of changing conditions (see page 186) 

Both the general and special measures indicated above were designed to 
aid industry in the process of reconversion anc adjustment from a war footing 
to a peacetime basis and to encourage continously increasing output until it 
would mcet both domestic and foreign demands hich loomed much larger than ever 
before in Canada's history. 

In carrying out these policies certain priorities had to be developed 
to take care of urgent necds first. This was necessary because it was realized 
even before the war ended (ard was ccnfirmed by subsequent events) that in the 
transition period there vould not be all the manpower and materials available 
to mect the large volune of vork of an investinent nature waiting to be under- 
taken when peace came. The Government's policy, therefore, was to facilitate 


those investment expenditures that appeared to be of "greatest urgency", (1) 


ee eee 


(1) Winite Paper on Employment and Income, Ope Cite» Be) ds 
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Classed as such urgent projects were business investment projects which vould 
contribute most rapidly to the expansion of Canada's productive capacity, housi 
and hospital construction. 

This policy meant discrimination between certain types of investment < 
against other types. In the field of privatc business investment it reflected 
the Government's belief that the shortest way of coping with the inflationary 
forces inherent in the system was to aid those industries that would provide the 
goods which were in greatest demand. The administration of special depreciatior 
provisions may be taken as an example of this aspect of the Government's attituc 
towards private investment. Refcrence to this provision is perhaps particular] 
appropriate because it has been singled out for nope the criticism which has 
‘been levelled against the Government's attitude towards private investment (see 
Pe 194) 

Special depreciation provisions were one of the instruments designed 
to encourage the rapid expansion of certain industries, particularly manu-~ 
facturing and some primary industries, in the transition period. Other 
industries, such as service and commercial establishments, were not given the 
Same privileges. This was done in the hope that a number of these enterprises 
would postpone their investment programs for a ycar or two - and in some cases 
even longer - until the re-orientation of the labour force to civilian tasks 
would be completed and increased supplies of materials would allow an expanded 
volume of investment activity. (1) The economic reason behind this move was the 
expectation ae. with some postponement of investment plans by service and 
commercial enterprises, these programs, when executed in a period of declining 
investment by manufacturing and primary industries, vould contribute to a more 
Stable level of private investment - at least for a period of several years. 
Among the industries thet were encouraged to go forward with their 
investment programs in the immediate transition period were three major groups: 
(a) War industries, particularly in the manufacturing field, in need 
of conversion to turn out peacetime goods; 


(b) Basic industries which had delayed programs of modernization and 
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service and similar industrics precluded from special depreciation 
provisions made up 53.8 per cent of the total investment by business 
enterprises in 1946, and 57.2 per cent of the investment program forecast 
for 1947. 
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expansion during the war and whose output was urgently needed to provide the 
materials required for the capital expansion program, exports, and the operation 
of Canada's manufacturing industrics; 

(c) Other industries supplementary to the industrial expansion 
pressing forward, Cege, the construction industry and industries of importance 
for Canada's long term economic development, esg., commercial shipping, (1) 
Special depreciation provisions became effective November 10, 1944; 
and were first linited to projects comnenced on or after that date but completed 
before December 31, 1946. The period was extended first to March 31, 1948, and 
later to March 31, 1949, with the proviso that all applications for special 
depreciation had to be filed with the Department of Reconstruction dud eupaty 
before March 31, 1947. Since the special depreciation provision was designed 
only as a transitional measure to aid in the conversion, modernization and 
expansion of industry, its purpose appeared to be accomplished as the reconver- 
Sion period gave way to a period of long-term adjustment of Canadian industry to 
changing domestic and foreign markets. 

Special depreciation provisions were primarily designed to encourage 
selected types of business investment. Later it was found possible to use this 
device also as a moans of influencing in some measure the timing of capital 
expenditures. The provision vas not a measure of control but rather an 
instrument of persuasion and guidance. As such, its effects were limited, for 
business enterprises that wished to go ahead without making use of special 
depreciation privileges could do so if they could obtain supplies. (2) Those 
businesses desirous of obtaining the benefits of this provision were subject to 
some guidance in terms of timing by tying approvals to a suggested date of 
eonmencement of the investment project. 

In administering the timing aspects of this provision, two periods can 


be distinguished: 
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(1) Encouresement to Industrial Expansion in Canada, Operation of Special 
Depreciation Provisions, November 10, 1944 = March 31, 1949, Department 
of Reconstruction and Supply, Ottawa, 1946, pp. 27-28. 

(2) This applies to ths period after abolition of Construction Control on 


December 4, 1945. 
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The first was from November 10, 1944, to December 4, 1945, while 
Construction Control was in existence. (1) During this time, the special 
depreciation provision was used as a supplementary instrument to Construction 
Control in that certification of new construction, structural improvements or 
installations were granted only in cases where construction licenees had been 
approved. Special depreciation was generally granted for the acquisition of 
new or used machinery and equipment and existing plants and structures, but 
where labour and material shortages counselled the postponement of a constructic 
project, tne applicant was advised to do so. Frequently, he was given authorit; 
to order machinery and equipment for which delivery dates ranged from three 
months to a year and was advised to apply again in three to six months for 
Special depreciation with regard to the construction expenditure. This was don 
in the expectation that an improvement in the labour and material supoly would 
make the execution of the construction project feasible at a Tate date. In 
areas where comparatively large unemployment threatened as the result of 
aancellations of armament and munition contracts, construction licences end 
é Spe¢ieal depreciation were generally grantcd to minimize as much as possible 


dislocations in the labour market during the transition period. 
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tne Priorities Officer of the Department of Munitions and Supply (sce 
Orders in Council P.C. 1169, February 20, 1941, and P.C. 3481, May 16, 
1941, as amended by Orders in Council P.C. 3634, May 21, 1941, and 

; P.C. 4320, June 17, 1941). These functions were turned over to the 

af Construction Controller by Order in Council P.C. 6656, August 26, 1941, 

i and amplified by Order in Council P.C. 6600, January 30, 1942, as amended 

a by Orders in Council P.C. 11283, December 16, 1944, P.C. 9833, December 28, 
| 1943, and P.Cc. 3, January 4, 1944. These provisions made it mandatory 

. to obtain a construction licence for any job involving the installation 

‘ of equipment in a plant, and construction, repair, alteration, or addition 
to any plant, building or structure, exceeding $5,000. Construction 
licences were issued in the light of available construction resources, 
with priority being given to projects that had a war purpose. Because of 
nanpower and material shortages many construction projects that appeared 
to serve peacotime purposes only had to be postponed during the war period. 
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The second period comnenced with the abolition of Construction Control 
in carly December, 1945, (1) and ended on March 31, 1947, tic expiry date for 
applications for special depreciation submitted to the Department of Recons- 
truction and Supply. Towards the end of 1945 and in the beginning of 1946, 
output of building materials inercased in a number of lines. At the same time, 
large-scale demobilization was swelling the ranks of the civilian labour force, 
thus increasing the available labour supply. This increase in resources, 
however, was more than offset by a substantial expansion in investment plans 
contemplated by business enterpriscs for 1946. The intended investment volume 
for this year was forecast to be some four-fifths higher than actual accomplish- 


ments in 1945, (2) 


The situation in Spring, 1946, was summed up thus by the Minister of 


Reconstruction and Supply: 


=> 


"For a time I was pleased with the rate of cxpansion. Today I am 
rather alarmed by it. It seems to me that the expansion is coming too rapidly 
and that we shall face an insoluble problem of shortages of material as well 

as shortages of manpower when the program now under way comes into full 
production. "(3) 

Production of building materials during Spring to Fall, 1946, remaincé 
behind expectations. In some instances, industrial disputes caused declines in 
output. In others, the lack of raw materials or skilled mechanics made full use 
of productive capacity impossible. As a result, and in order to make possible 


an increased flow of available materials to go into housing construction, the 
2) Construction Control vas “abolished by Order in Council P.C. deans 
December 4, 1945. Some measure of control was maintaincd through the 
establishment of a building material prioritics system, commencing in 
August, 1945, and amplified by Order in Council P.C. 1609, April 23, 1946. 
This Order empowered the Prioritics Officer of the Department of Recon- 
struction and Supply, among other things, to "prohibit, control and 
rezulete the making of, or dealing in, construction materials." Priority 
assistance for building materials was provided for Governnent-approved 
construction projects, mainly aun hospvitals and veterans housing 
projects (see Housing in Caneda, op. cit. July, 1948, pp. 14 and 43, 

and preceding issues), 

Investment plans of all business enterprises excluding residential real 
estate, were forecast at 9952 million for 1946, as compared with actual 
estimated expenditure of 9516 million in 1945. Because of supply 
difficulties actual investment plans realized in 1946 were lower, estimate 
to amount to $823 million (sce Capital, Repair and Maintenance Expenciture, 
of Business Enterprises in Canada, Forecast t_ 1946, Ottawa, Septembor , 1965 
p. 14, and Forecast of PAO? Investment by ‘Canadian Business, Department 
of Reconstruction and Supply, Ottawa, March 1947, pe» 7). 

House of Commons Debates, March 20, 1946, epee BR 
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period for completion of industrial investment projects for which special 
depreciction had been granted was extendedato March ah 1948. (1) 

In summer, 1946, the Minister of Reconstruction and Supply emphasized 
again: "The need for housing is so great that it is desirable that industrial 
projects should be limited to those which are urgent from the point of view 
of employment." It is hoped, said the Minister, that the extension of the 
qualifying period for "double depreciation" vill permit "the postponement of 
some projects which involve extensive construction until the supply situation 
is less acute. Extension of the period for double depreciation is expected to 
have a salutary effect on residential construction," (2) 

In this period, special depreciation approvals were given to the 
acquisition of new or used equipment and iiseige plant facilities. With regard 
to most new construction undertakings, applicants were advised that the same 
privilege could not be accorded to them at this timc because of the existing 
Shortages of labour and materials. Approvals for Special depreciation for the 
construction portion of capital expenditure were in these cases made dependent 
on the postponement of the project until the end of 1946. (3) 

It was not until industrial unrest subsided in the last quarter of the 
year anc prospects for inereased production of building materials in 1947 
improved that many of the deferred applications for special depreciation were 
approved. By the end of March, 1947, the granting of special depreciation 
privileges was discontinued. 

The record of how special depreciation provisions were administered 
fits into the broader picture of the Government's general attitude towards 
private investment (except housing) in the transition period. 

In the first year of the post-war period the emphasis was for removing 
aS rapidly as possible all obstacles to speedy plant conversion, modernization 
and expansion essential to obtain a rapid increase in peacetime output. In 
this period the positive encouragement given to industrial expansion contributed 


to an increased demand for capital goods by certain industries and can in this 


‘respect be described as contributory to inflationary forces prevailing in the 
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Depreciation Provisions, November 10, 1944 - March 31, 1949, Department 
of Reconstruction and Supply, Ottawa, ope cit. ppe 29-31. 
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economic system. It was frankly recognized that Canada - whose price levels had 
been lower at the end of the war than that of most other countries - had to move 
up to or at least come closer to apparent world price levels, more particularly 
the price level prevailing in the United States. It was thought that the best 
way of making the process of price adjustment as painless as possible was to 
encourage a rapid increase in productive capacity which vould yield the 
additional supplies required to cope with the large voluine of pent-up and current 
demand. 

Incidentally, some of the measures in the investment field taken by 
the Government in the first post-war year were a restraining influence on price 
increases, The rapid transfer of war plants for peacetime use by Canadian 
industry meant that the industries whose needs were met did not have to go out 
and build new or expand existing plants. The sale of large supplies of machinery 
and equipment accumulated during the war, much of which was modern and in good 
condition, to Canadian industry through established trade channels meant that 
orders for new machinery and equipment were lower than they would have otherwise 
been. 

In the second and third post-war years when it became apparent that 

a private investment boom was under way that promised to exceed any previous 
boom in absolute size - although its relative size was not too clearly under- 
Stood = the policy of encouraging private expansion changed into one which can 
be described as "hildly deflationary". The goal of maximum production still 
remained but a slower pace of capital expansion seemed desirable. 

Before summarizing the Government's attitude towards private invest- 
ment, a brief statement is required on the Government's action to cope with 

the Canadian-U.S. dollar shortage which became particularly acute in November, 
1947 (see Section II). The problem faced was a simple one, the solution a 
complex one. Canada was selling more to Europe and other non-dollar countries 
than she was buying and she was buying more from the United States than she was 
selling. An attempt to find an answer to this problem was made by passing the 
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Emergency Exchange Conservation Act | 
Act divided the import of goods placed under control into three groups: (a) 


those that Canada could do without (Schedule I), (b) those that Canada could do 
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with less of (Schedule II), and (c) those that Canada needed (Schedule IIT) but, 
which had to be used to the best national advantage because of the limited U.S. . 
dollar resources avaiishle, 

The commodities listed in Schedule III are broadly called "capital 
goods" and cover machinery and equipment for direct use and materials and parts 
for assembly and servicing in Canada, (1) In allowing the importation of capital 
goods the Government was guided by a number of principles, of which the most 
important one was the maintenance of essential facilities required for the 
efficient functioning of the national economy. Particular attention was also 
given to investment plans which would help this country either to earn or save 
U.S. dollars, This aspect of the capital goods import control policy proved to 
be a useful means of encouraging the further expansion of Canadian industry 
(see Section IV). 

Since less than a year of experience is available in administering 
Schedule III, it is too early to pass judgment as to its effectiveness. 
Preliminary evidence available so far justifies two broad conclusions: (1) 
Imports of "capital goods" under Schedule III during 1948 have been kept at abov 
the 1947 level in dollar terms (see Summary Table 74). eee of the increase 
in prices this means a decline in volume. (2) Branch plant expansion of foreigr 


firms in Canada has been encouraged (see Section IV). 


SUMMARY TABLE 74 - IMPORTS OF CAPITAL GOODS CONTROLLED UNDER 
SCHEDULE III, EMERGENCY EXCHANGE CONSERVATION act, (1) 
CANADA, 1938=1948. 


2 ee ROR ORES EA OOS = RON Se eS a er ee a tn as nt Rg Se eee eee ce me et 


Year & Mri. 
“algo iiiien gunk a ray Ten Se 
Bleek 119 
194.5 Fee 
1946 384 
1947 610 
First Nine Months 1947 475 
First Nine Months 1948 454 


Sources Special compilation by Economic Research Branch, Department of 
Reconstruction and Supply. 

(1) The Act was passed on March 24, 1948 but some measure of control over 
imports of capital goods was exercised between November 17, 1947 and 
the passage of the Act. It was after March, 1948 and particularly 
Since Cura that the controls were extended to most of the items coveret 
by Suhedvie ITI of the Act. 

(1) Some cf wie Ttéms covered in Schedule III include commodities which 
ultimately could be used either by producers or consumers, Gege niotor 
vehicles, safes and scales. 
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Turning now to an examination as to whcther the Government's attitude 
towards private investment in the second and third year was "txtidly deflationary' 
aS Suggested above, the following measures taken by the Government throw light 
on this point, 

1. The 1947-1948 Government budgets were both so designed as to yiel 
large surpluses which siphoned off private purchasing power, (1) 

ge The easy money policy which had been the accepted policy for abou’ 
a decade was - without coming to an end - tightened moderately. The interest 


| 


rate firmed and commercial bank credit became less easily obtainable than it hat 


before. (2) 


As to the effect of this policy, the following observations by the 


Minister of Finance are pertinent: "This increase in interest rates at this 

7 time is not expected to have any great effect in restraining the high level of 
capital expenditure that is going on under present cireoumstances and which is 
contributing towards an inflationary situation in Canada, but such effect as it 
may have will be in the right direction. However, I do not believe that any 
reasonable increase in interest rates would act as a serious brake upon busines: 

4 expenditures under the cireumstances of today nor would it serve effectively to 

persuade consumers to spend less and save more of their income, 

"Pernaps I might amplify this statement. Looking at the supply side 
of the market for funds, I cannot attach great importance to the influence of 
intereat rates on the volume of savings by the general public. It is difficult 
to believe that the mass of small savers are likely to reduce their living 
expenditures under current conditions, merely because they can obtain a higher 
interest rate on the money they vould save. It is possible, of course, that 
hizher rates would induce the public to inorease its purchases of governient 
bonds but this would not be anti-inflationary unless they were doing so by 
increasing their current savings. Otherwise it would simply represent a switck 


from idle savings deposits to bonds and have no national economic effect. 


ee ae ee ee ne a ee 


een ee ee ee ee Oe SD Cae Se RS CE Cm a 


(1) As to the effect of this on investment, see Section V. 

(2) For a statement of the attitude of the Bank of Canada towards private 
investment, see evidence given by Mr. Graham Towers, the Governor of 
the Bank of Canada, before the Sub-committee on Priges, Minutes and 
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"Analysis of the demand side of the market leads me to the conclusion 


that no reasonable increase ir interest rates is likely to affect materially 


Jas 


the action of the industrial borrower. In that field demand is so intense that 
it would take a really substantial change in interest rates to campen his 
enthusiasm and make him defer his capital project. But a rise in rates 
sufficient to produce these results would cause so drastic a fall in the prices 
of bonds and such chaotic conditions that I doubt whether any responsible 
person would recommend it as a deliberate policy. What we need is a slowing 
down, not a sudden cessation, of the capital development which has been taking 
place at a pace which has becn straining our resources." (1) 

3. Expansionist measures such as Special depreciation provisions 
Which were only designed to meet the earlier phase of uncertainty were dis- 
continued as soon as this could be done without harming industry. The use of 
Special depreciation provisions es a means of inducing postponement of some 
investment expenditures was incidental to the original purpose of the provision 
but was found useful for the short interval of Summer, 1946 to March, 1947. 

4e Powers of allocation of scarce matcrials, particularly steel, 
were used to direct the flow of key commodities into industries which would 
contribute to an immediate increase of production, with other less essential 
industries such as service industries and commercial enterprises finding it 
more difficult to obtain the necessary supplies. To assure an adequate supply 
of building materials at home, export controls were retained for a number of 
items, including gypsum products, roofing and building paper, pulp and fibre 
wallboard, various types of heating, plumbing and electrical equipment, and 
4 hardware, and window glass. 

5. Although the main consideration in administering the capital good 

part of the Emergency Exchange Conservation Act was to assure that, within the 
\ limitations of Canada's limited exchange resources, essential industries would 


continue to receive capital gocds most urgently required, the results so far 


achieved, as indicated above, suggest that capital goods imports have been kept 


in 1948 at about the 1947 level in monetary terms, which in effect means a lowe. 


Se ee 


(1) Statement by the Right Hon. D.C. Abbott, Minister of Finance, May 15, 1948 
House of Commons Debates, pp. 4058-4059. 
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volume in 1948. (1) 

6. In the area of private investment not directly affected by any of 
the measures indicated above, the Government repeatedly appealed to the good 
business sense cf industry not to try to undertake investment projects of a less 
essential character at a time when costs were high and shortages were great. It 
emphasized the economic advantages to be gained from such a course: "There is a 
large amount of private capital seeking investment in new building, plant and 
equipment, but the amount of coxpenditure of this kind is severely limited now by 
Shortages of materials, parts and manufacturing capacity, In the building and 
construction field particularly, shortages of building materials, and to a lesser 
extent the shortage of skilled labour, are scriously restricting the provision of 
housing that is most urgently needed, as well as cther forms. of construction, 
particularly commercial and industrial buildings. It is to be hoped that this 
industrial and commercial expenditure that cannot readily be made now will be 
deferred a year or two, when it will help in sustaining high levels of employment 
and incomes after other temporary stimulants are less strong. "(2) 

To support. this argument the temporary character of the ourrent high 
level of private investment activity was emphasized; "Much of the large 
expenciture of business on plant and equipment represents accumulated or post= 
poned requirements and does not give us any reliable guidance as to what we may 
expegt on a continuing basis, even under relatively prosperous conditions,"(3) 

The above-noted attitude of the Government has remained unchanged, as 
pointed out in a recent statement by the Minister of Reconstruction and Supply: 
"I would like in passing also to draw attention to the disturbing inflationary 
possibilities inherent in such a program. Some postponement of the less 
essential expenditures in this program will be far from harmful. It will not 


cause any unemployment in the construction or capital goods industries. In fact 


(1) Tt can be argued that capital goods import restrictions are both 
inflationary and deflationary. The inflationary argument: A cut in the 
volume of import of capital goods without a cut of exports of domestically 
produced capital goods increases the pressure on Canadian industry whose 
capacity is already taxed to the utmost. The deflationary argument: A cut 
in the volume of imports forces those industries which need specialized key 
materials or machinery and equipment from abroad to postpone whole projects 
of plant expansion or modernization which would usually absorb a large 
portion of domestically produced capital goods, as well as the items 
brought in from abroad. 

(2) Statement by the Right Hon. J.L. Ilsley, Minister of Finance, June 27, 1946 
(House of Commons Debates, pp. 2902-3). 

(3) Budget Speeoh by the Right Hon. D.C. Abbott, Minister of Finance, April 29, 

1947 (House of Commons Debates, pe 2544). 
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our capacity in a number of key instances, such as steel supply, will be strained 
to the limit to provide for essential construction. Additional demand in the 
market will simply bid up prices, intensify Shortages, interrupt necessary work 
and generally add to costs. On the other hand, projects postponed now will prove 
useful in maintaining employment and income in the future. "(2) 
The Stecial Case of Housis 

Housing is the cnly field of investment activity where both private 


and public projects were undertaken on a comparatively large scale. As indicated 


above, in all other fields the Government's direct public investment policy has 


; 
j 


been restrictive throughout the post-war period, Housing is a special case in 
the Government's investment policy in that it is the only field - except hospital 
eonstruction which is a considerably smaller field of activity than housing - 
where the Government's investment policy has been consistently expansionist in 
the post-war period, 

The story of the large housing backlog facing this country at war's 
end is too well known to be repeated here, (2) It may be sufficient to note here 
that as a result of deficiencies of the 'thirties and the war period, rapid 
increases in population and family formation, high levels of employment and 


income, public pressure for new housing both for returned veterans and their 


_ [a ee 


familics and civilians became so strong in the post-war period that neither the 


i Government in power nor any of the opposing parties felt that they could sponsor 
‘ any other cause than that of continuously expanding and improving standards of 

; housing for the Canadian people. Differences of views developed as to the best 
i means to be adopted to accomplish this purpose but, as in the case of family 

‘ allowances, there was little official disagreenent on the principle that housing 
. Should have high priority on the investment resources available in the country. 


As a result the Government proceeded to develop a program of housing 


construction which was considered within the resources of the country and which 
would at the same time make it possible to carry out a large program of 


industrial expansion. The housing program developed along three lines, 


(1) Statement by the Right Hon. C.D. Howe, Minister of Reconstruction and 
Supply, House of Commons Debates, February 23, 1948, pp. 1492-1493, 
(2) Final Report of the Sub-committees on Housing and Community Planning, 
Advisory Committee on Reconstruction, Ottawa, 1944, and Statement by 
the Right Hon. C.D. Howe, Minister of Reconstruction and Supply, 
House _of Commons Debates, July 22, 1946, pp. 3671 ff. 
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1. With regard to the supply of new housing, the Government undertook 
two different types of measures: (a) direct Government housing construction to 
provide (i) low rental housing for veterans and their families (formerly Wartime 
Housing and now administered by Central Mortgage and Housing Corporation), 
(ii) intermediate rental housing with veterans being given preference (formerly 
Housing Enterprises Limited and now administered by Central Mortgage and Housing 
Corporation), (iii) housing fcr ownership for veterans (under the Veterans! Land 
Act, 1942), (iv) rental housing for married service personnel, and (v) emergency 
shelter to provide temporary rented quarters pending the construction of permanent 
housing units; (b) financial and related assistance including (i) loans and 
guarantees for ownership, rental housing and land development under the National 
Housing Act, 1944, (ii) rental insurance, also under the National Housing Act, 
1944, to encourage new rental housing, and (iii) serving the same purpose, special 
depreciation for new rental housing.(1) 

e- With regard to the supply of the factors of production, Government 
measures covered both materials and labour. (a) In the materials field, the 
steps taken included: (i) key materials, particularly steel, made available 
to building materials producers, (ii) other items such as timber and various types 
of equipment kept under export control to assure an adequate supply at home, 
(iii) capital subsidies provided in a few instances to building material producers 
to reduce the risk of too rapid expansion, (iv) financial assistanee provided to 
building material manufacturers through the Industrial Development Bank, and (v) 
certain quantities of building materials directed into essential housing channels 
through a system of building material priorities which required producers and 
distributors to meet the needs of private housing projects before the requirements 
of the remainder of their eustomers. (b) In the field of construction labour, 
the provisions made were chiefly (i) financial assistance to speed up training of 
veterans in building trades and encourage the expansion of provincial apprentice- 
ship training facilities, and (ii) increased flow of trained building workers 


through immigration from the British Isles and European countries. 


(1) For a description of the various housing programs under way, see the 


—— 
— 


Minister of Reconstruction and Supply for 1946 and 1947. For a statistical 
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measurement of the progress made so far, see Housing in Canada, July, 1948, 
Op- cite, and preceding issues. 
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3 With regard to prices of the completed construction product -- 
and this applies to other types of construction projects as well as housing 
Similar to the measures referred to under 2(a)(i), (ii), (iii) and (iv), and 
2(b) -- soine steps taken in the early post-war period, such as the removal of 
Sales taxcs on building materials and the maintenance of price control over stee! 
in a nocified form(1) after the prices cf most commodities were de-controlled, 
kept costs from moving even higher than the levels currently reached (see 
Section III). 

While the Government's effort in the housing field was an all-out 
effort in line with its undertaking that housing would be given a high priority 
on the resources of the country, the question of the inflationary impact of such 
a policy was kept in mind, This is reflected in two attitudes: (a) refusal to 
liberalize further the lending conditions under the National Housing Act,in 1948 
and (b) refusal to proceed with direct Government rental housing projects in 
which rising costs would make it impossible to provide housing at a luw rentals 
not exceeding $37.50 monthly for a five-room house. 

The Government's attitude in this matter has been summed up by the 
Minister of Reconstruction and Supply as follows; "From time to time we receive 
requests that the corporation increase its level of lending values. We agree 
that the lending values upon which National Housing Act ea are based are 
somewhat less than the present average cost of construction. Nevertheless, we 
do not fcel that we would be justified in capitalizing into long-term mortgage 
debt many of the elements of cost which now exist. A further increase in 
National Housing Act loans would be an inflationary step and would in itself 
contribute to higher costs. We realize that with the prices of houses rising 
and no corresponding increase in National Housing Act loans, equity requirements 
of the home owner are increasing. Nevertheless, after taking all factors into 
consideraticn, we have decided it would be unwise to contribute further to the 
general inflationary tendencies, and it is our intention to maintain during 1946 


the present level of lending values. 
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(1) Currently primary steel and primary rolling mill products are subject 
to a price ceiling. Excepted from this price ceiling are such items 
as rails, structurals, alloyed plate shect and bars, forging billets 
and geamlcss tube billets. 
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"Tne same problem of high and increasing costs may limit our rental 
program. Our present policy is that we will not enter into construction of 
rental units if total costs of all kinds are estimated to exceed $6,500 per 
unit, which under the rental formula, involves a rental of $37,50 for a five 
room house. Acceptance of these high costs by us has the effect of confirming 
the upward trend in prices. We realize that rental housing is needed, but the 
point has been reached where we must weigh the need for rental housing not only 
against the very high cost, but also against its contribution to the inflationary) 
trend. Already this difficulty has orturred in municipalitics where agrcements 
have already been signed. Our present attitude is that unless arrangements can 
be made so that a maximum rental level of $37.50 can be maintained, construction 
will not proceed, "(1) 

In the light of the measures taken by the Government to assure that a 
certain proportion of Canada's resources go into housing, the question is 
frequently asked: "Is not the high level of housing construction encouraged by 
the Government and supported by strong private demand a contributory factor to 


the current inflationary boom?" 


—— 


The answer to this question: Any additional demand for construction - 
whether it is of the housing, industrial, commercial, service or direct Govern- 
ment type - if not matched by a corresponding increase in supply would contribut 
to bidding up the prices of the product the construction industry turns out. In 
this sense the additional demand is inflationary, but in reality the problem is 
more complex. The demand-supply situation in the construction field was tight 
when the war ended and has remained so throughout the post-war period. Had the 
Government not taken special measures to dircct a certain volume of resources 
to the housing ficld, other demands such as comercial and service establisn- 
ments - which were held back - wculd have absorbed a large portion of the 
materials used for housing purposes. Housing, which is usually financed by 
7 consumers in a financially weaker position tnan business establishments, would 


| have had little opprotunity to outbid commercial or other enterprises. The 


result would have been higher housing prices and a lower volume of housing. 
Against this it may be said that commercial and service establishments 


whieh wanted to go ahead with their projects in the post-war period would bid ur 


(1) Statement by the Right Hon. C.D. Howe, Minister of Reconstruction end 
Supply, House of Commons Debates, May 5, 1948, ppe 3640-3641. 
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prices of such materials which were not allotted to the housing field and were 
available on the "free" market. This would contribute to a general rise in 
prices of building materials and labour and thus affect housing. This argument 
is warranted and confirmed by actual events, but there is an offsetting factor 
in that the Government's efforts were also directed towards increasing the supply 
of the construction resources to meet the added demand for materials ané labour. 

If the record of World War I and the immediate posStewar period is any 
guide (see Section is ewe ee questionable as to whether building costs would 
not have been as high or even higher than they are today had the Government left 
both the supply and demand sides of the construction resources entirely to free 
market forges. One thing, however, is reasonably sure: Canada would have had 
more commercial and service establishments and fewer houses today. 

Criticism of Goverimentts Attitude towards Investment 

Little criticism has been heard of the Government's attitude towards 

public investment. But a great deal more controversy has arisen about the 


Governnent!s attitude towards private investment in the post-war period, 


Criticism of the Government's Attitude towards Public Investment 

The criticism of the Government!s public investment policy nas nainly 
come from two sources: (a) official criticism directed against the current 
volume of public construction, and (b) sectional criticism from organizations , 
Such as The Canadian Construction Association against the inadequacy of the 
preparations for a shelf of useful projects for implementation if and when 
required fcr employment and income reasons to offset a decline in private 
investment activity. 

The answer to the first criticism(1) has been the statements previously 
referred ‘So by finisters of the Crown (see above, p.175) that it was the 
Government's declared policy cf curtailing its own public investment expenditures 
in the post-war period when private investment activity was high, and that 
Special machinery had been set up to make sure that such a policy was implemented 
in the Deminion Government field. In the provincial and munigipal ficlds the 


Dominion Government had no other recourse than moral persuasion. 
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(1) House of Commons Debates, May 25, 1948, p. 4361. 
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(1) Resolution Number 4 on "Public Project Planning", Canadian Construction 
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With regard to the comments as to the speed with which the Dominion 
Government was assembling a shelf of useful public projects, (1) the Government's 
attitude was this: (1) that the Government was proceeding in assembling a 
public project shelf as rapidly as the resources at its disposal made it 
possible, (2) that it had set up special machinery to assemble such a shelf 
comprising Federal projects, - the shelf exceeded the $100 millicn mark by Fall, 
1948 - (3) that the only way of speeding up the rate of assembling the shelf 
would be by drawing engineers from private industry, an inflationary move in the 
light of the scarcity of technically trained personnel, and (4) that in the 
absence of Dominicn-provincial agreement on public investment policy the Govern- 
ment had to confine its activities to the Federal field and that the expansion 
of the shelf would depend on Dominion-provincial understanding being reached on 
public investment matters. 

Criticism of the Governnent!s Attitude towards Private Investment 

In this field the criticism both in Parliament and outside centred 
around the following points: (1) the abolition of construction and price 
controls and the inadequacy of subsequent measures adopted to assure that 
building materials go into essential products, (2) the encouragement given 
to industrial investment through special depreciation in the En ae period, 
(3) the encouragement given to the private investment boon through "easy money"! 
policy, (4) the discrimination between consumer goods and capital goods through 
a number of measures, but particularly the provisicns of the Emergency Exchange 
Gonservation Act, (5) the inad-quacy of the housing program in its aggregate 
or its ccmpcsition and the measures employed in carrying it out. 

Some evidence on these points is assembled below. It does not either 
in full or in part refute the criticism made but is designed rather to aid the 
reader in draving his own conclusions. 

“the first point is concerned with the desire to limit over-all demand 
for investment prcjects and to direct the limited construction rescurces of the 
country intc projects of high priority like housing, hospitals, and industrial 
undertakings essential to turn out an increased flow of commodities urgently 


required. lesser priorities should be attached to commercial enterprises and 


Association Thirtieth Annual Meeting, Quebec City, January 25-28, 1948. 
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HS 
institutional investment and a low rating to investment by service and amusement 
establishments. The criticism(1) is based on the assumption that the continua- 
tion of construction controls as in existence during the war years would have 
been an effective weapon for keeping demand for investment resources down. But 
in effect construction controls were difficult to enforce during the war and 
these difficulties were expected to be multiplied when the dangers of and 
sacrifices imposed by the military conflict disappeared. (2) Further, since the 
over~all policy of the Government was one of de-control, to maintain some 
controls and lift others which were related appeared to be unworkable. In these 
circumstances an allocation and priority system that would concentrate on key 
materials and their directicn into essential uses appeared to be preferable and 
was in fact adopted. (3) With regard to the lifting of price and wage controls, 
the criticism usually centred around the fact that housing costs were rising 
rapidly. (4) The reply to this criticism was usually coucned in terms of the tie- 
in of this policy with the general Government policy of de-control and a 
reference to the fiscal measures designed to offset the rising cost of building 
materials and the measures taken to increase supply (see p.190). 

On the second point, criticism of special depreciation was concerned 
mainly with two aspects: (5) (a) that the special depreciation provisions were 
"extravagant inducements" enabling firms to "escape taxation", and that 
industrial building thus encouraged was in "competition with the building of 
private homes", (b) that the timing was faulty and the provisions were 


contributing to inflation. 
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(1) Most of the eriticism was made in connection with the move of the Federal _ 
Government to replace construction controls by a system of building permit 
control under municipal jurisdiction. Examples of such criticism are to 
be found in the House of Commons Debates of 1946, pp. 3700 ff., 3712 and 
3989 ff. The provisions authorizing municipalities to exercise contrcl over 
erection, alteration and repair of buildings are contained in Order in 
Council P.c. 1184, March 27, 1946. The purpose was explained by the 
Minister of Reconstruction and Supply in connection with discussing an 
amendment to the National Housing Act, 1944, on July 22, 1946 (see House of 
Commons Debates, Pp.» 3674). 

(2) For a statement on the difficulties of enforcing construction controls 
during the war and the problem of determining which project was essential 
and which was not, see Statement by the Right Hon. C.D. Howe, Minister of 
Reconstruction and Supply, House of Commons Debates, July 29, 1946, p. 4007. 

(3) For a summary statement of the course of controls in the immediate post-war 
period, see The Dominion Program of Reconstruction, Canada Year Book 1947, 
pp. 1100 ff. 

(4) See, for example, House of Commons Debates, March 18, 1946, pe. 26. 

(5) See House of Commons Debates, s, May 6, 1946, ppe 3689-3691, May 20, 1948, 

pe 4191, May 21, 1948, p. 4246, May 25, 1948, ppe 4350-4351, 4355-4356, 

and pe 4362; and Minutes and Procecdings of Evidence, Special Committee 

on Prices, May 27, 1948, pp. 3352-3350. 
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With regard to the first aspect, the Government's reply was that 
Special depreciation prcvisions were a measure cesigned to reduce sone of the 
risk involved in embarking on large capital expenditures in the transition 
period when taxation vas high and the economic outlook was uncertain. At the 
Same time Federal revenue was safeguarded by "requiring an adjustment in profit 
and loss account in the event of subsequent sale of the assets in respect of 
which special depreciation has been allowed", (1) The purpose of the provision 
was not to allow income to escape some measure of taxation, but it provided for 
lower taxes over the pericd as a whole and particularly reduced taxation in the 
initial years when the high wartime tax rates were still substantially in 
existence. With regard to the complaint about the competitive nature of 
industrial and housing construction, the usual reply givon was the reference to 
the building material allocation system in operation which had yielded good 
results (see 187). 

With regard to the second aspect of faulty timing, this criticism, it 
was said, did not take account of the actual events as they occurred. For there 
were two distinct periods in administering special depreciation provisions, as 
explained earlier (see 180), The criticism was applicable to the first 
period but not to the sccond. Ancther explanation as to the reason for the 
length of time during which special depreciation provisions were operative would 
be the fact that there usually is a certain lag between the time when changing 
economic conditions may make an existing measure inappropriate and the time 
actually taken to discontinue the measure. 

On the third point, criticism vas directed against the "easy money" 
policy, particularly the low rate of interest which was maintained by the 
Government during the war years and the post-war period and other financial 
assistance in the post-war period, (2) The Government's attitude on this matter 
has been referred to carlier (sec p.1&6), The steps taken by the Bank of Canada 
which led to a tightening of the interest rate and conditions of lending were 


explained by Mr. Graham F. Towers, the Governor of the Bank of Canada, when he 


me ee ee 


(1) Encoura.cement to Industrial al Expansion in Ce in Canada, Operation of Special 


Depreciat .tion | Provisions 2 November 10, 1944 - March 31, 1949, Department 
of Reconstruction and Supply, Ottawa, 1948, op. cit. pp. 22-23. 


(2) See for example, House of Commons Debates, May 6, 1947, p. 2803. 
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appeared as a witness before the Special Committee on Prices.(1) In the same 
evidence Mr. Towers also dealt with the discussions of the Bank of Canada with 
the chartered banks as to the undesirability of financing capital development 
by the expansion of bank credit. These discussions brought out the important 
point that there was agreement between the Bank of Canada and the chartered 
banks that the current high volume of investment activity should to a larger 
extent be financed "from the savings of the people rather than through the 
expansion of credit".(2) 

On the fourth point, the discrimination between consumer goods and 
capital goods in favour of the latter, criticism centres around the provisions 
of the Emergency Exchange Conservation Act, 1948. (3) It is based in some 
measure on a lack of appreciation of what the Emergency Exchange Conservation 
Act was designed to accomplish. 

The main purpose of the Act was to conserve U.S. dollars. The way 
to accomplish this was to cut imports of what were considered to be non- 
essential or luxury types of goods. It was a simpler matter to designate 
non-essential consumer goods by reference to a particular commodity, say comic 
books, than to designate capital goods, say a fully-completed elevator, as non- 
essential. For example, the elevator might be needed for a plant or hospital 
the construction of which was considered essential. Or it could be used for 
an amusement building the construction of which could easily be deferred. For 
consumer goods the type of commodity was a determining criterion. For capital 

-goods (and production parts and materials) their end use was important. 

It was for this reason that a different approaeh was needed. As the 
Minister of Reconstruction and Supply emphasized, the basic approach in 
administering Schedule III was "not to discourage investment in Canada but to 
conserve U.S. dollars". With regard to capital goods (including production parts 
and materials) the saving. of U.S. dollars was to be achieved through the 
principle of selectivity instead of prohibitions and quotas as applied to 


consumer goods- On this matter the Minister of Reconstruction and Supply 


—————____ — LL LT Se meee 
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(1) Minutes and Proceedings of Evidence, No» 64, Special Committee on Prices, 
May <7, 1945, pp» 3327 tf. 

Bey ibid.,'p. 3352. 

(3) See, for exemple, Ottawa Government Helps our Capital Boom, hy Clarence 


q 


Barber, Saturday Night, November 6, 1948, p- 30. 
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observed: "Ye are . . . forced to consider our current investment boom, however 
desirable it may be from other points of view, as one of the chief contributors 
to our United States dollar shortage. The government must therefore take steps 
to regulate the huge volume of imports we are now making for capital investment 
purposes and to achieve a degree of selectivity in our future expansion. The 
guiding principles of this selectivity must be our immediate urgent necessity 

to conserve United States dollars, and our long-run necessity to carn more United 
Statcs dollars. As I have mentioned before, such programs as low cost housing 
and industrial development, which will produce United States dollars, will have 
high priority, but much of our current investment for commercial, office, service 
and amusement purposes can and must be deferred. This applics equally to govern- 
ment public works, at all levels of government, which are not urgently essential 
in the public interest. Desirable as many of these investments might be in 
adding to the comforts and pleasures of living, we must temporarily forgo them 
in order to put the Canadian cconomy on a sound basis and to protect our standard 
of living for the future."(1) 

On the fifth point, the criticism of the Government's housing policy 
has been varied and persistent throughout the post-war period, It has mainly 
centred around the argument that the number of houses built was insufficient to 
meet the current necd, hardly ever on the point that the current housing program 
was too large and inflationary in its impact upon the economy. It is beyond the 
scope of this brief review to go into the details of the arguments which are 
contained in three debates of the amendment to the National Housing Act, 1944, 
which occurred in each of the 1946, 1947 and 1948 sessions of Parliament. It 
may suffice to note here that the main theme of the Government's rcosponse to 
most of its housing critics has been that the housing program insofar as it was 
war-enecndered has been taken care of by devoting a significant portion of the 
country's capital resources to this purpose. The result was considered satisfac- 
tory since the number of housing units built in 1947 and 1948 was the largest 
number ever built in Canada and equalled or surpassed the housing accomplishments 


of most otrer countries of the montaeie) 


a): ‘Statonens by tie sie. ‘fone G.De Howe, Minister of Reconstruction and 
Supply, House of Ccimicens Debates, Daily Edition, December 17, 1947, p. 387. 

(2) For svatis+icas evidence, sce Bones in Canada, op. cit. July 1948, and 
Housing Progress Abroad, Central Mortgage and Housing Corporation, Ottawa, 


December 194,7 and So rubas 1948. 
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The record of the Government's attitude towards private investment 
in 1945 and 1946 was on the whole expansionist and in support of a high level 
of private investment activity. During 1947 and 1948 this attitude changed 
into a conscious effort to slow down the rate of capital expansion rather than 
to force it down by drastic action. The confusion that exists today as to 
whether the Government's attitude towards private investment in the post-war 
period had inflationary effects or not is partly due to lack of understanding 
of the sequence of economic events and the policies they necessitated and partly 
due to the failure to give adequate publicity to the purpose and effect of 
Government measures taken in the private investment field in the first three 


years since the return of peace. 
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VII. POST-WAR INVESTMINT PROBLEM 


What was the chief economic problem facing the Canadian economy at 


V-J Day, August 15, 1945? In retrospect the answer is; too many trying to de tc 
much in too short a time. "Too many" includes consumers and businessmen, a few 
institutions and some governments. "Too much" covers plant, equipment, housing, 
motor cars, refrigerators, luxury goods and services wanted in Canada, and 
exports of basic and processed materials and manufactured goods wanted abroad. 
"Too short a time" refers to August, 1945, to December, 1948. , 
How well was the problem solved? The observations made below eee sie 
that the answer is: reasonably well. Between 1946 and 1948 total output of the 


nation, in real terms, remained at high levels. At the same time it was possib] 


to increase notably the volume of investment, to raise slightly the volume of 


consumer expenditures, accompanied by a change in composition and to reduce 
moderately the volume of exports and government expenditures on goods and | 
services. During the whole period high levels of employment and ageregate 
income were maintained. Prices of most commodities rose rapidly and at times 
outdistanced increases in earnings. In spite of this real incomesof the average 
Canadian wage and salary earners were only 4 per cent lower in 1948 than in 

sane | 


1946(1) - But this had affected little the volume of consumer expenditures of the 


average citizen, who adjusted himself to these new conditions by saving less anc 


spending more from current income. At the same time he embarked on large 

purchases - partly financed out of accumulated liquid assets - of consumer 

durable goods long deferred during the 'thirties and war years. The observation 

of the wellbeing of the "average" Canadian oversimplifies actual events, because 

some groups, e-g-, farmers, businessmen and unskilled labour fared better than 

others, e-g-, salaried personnel. ra 
This report is concerned with one aspect of the post-war development 

only the importance of investment on economic activity and particularly en the 

general price level. In the preceding six sections the role and behaviour of 

investment, its demand en the supply of resources, its cost and impact on 


economic development and improvement of standard of living, its financing and 


execution in the light of a new set of attitudes on the part of business, 


—E os 
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(1) In the above comparison wage and salary payments have been used in prefer- 
ence to disposable income which in 1946 was heavily influenced by discharge 
gratuities and reestablishment oredits to discharged service personnel. 


> F en ott 


« 
RB ve . ey mm oD 


ig e> 


a > 


‘ a t : , 
ito ’ ‘= 
is f 3 oe 


pa eee rt) alg asaly sty ming “otelt ) 
¥ ays re ig ie ee p> ay | DUR 
a a base awakes Be bi 8h6 


of) r 
an oe by 


ton eat : Ai \ | my 
PNCL - oeinsend cot ened lashaieia 


: _ Fi : 
Za tS 4 ; a ’ a t 


Md 4) Bat ed ' 73 Ne f Che) al iy Pl “tlh 
7 i : = “si . lh 3 ‘os 
+ aa " ie ay ‘os a oe 
iD ; ia A : ft ‘ : rs i" “4 {a i i . yb te) 
: ays } hk ies ] 
phan 3 ; pice is ea ee : ks ane 4, i i 
ae hives a Git phate teetenl te, Lait Hh 4 
ee ert | F : ace 2 POG it i] FR) ie} a8 ni -¢ aN 
; on wen 
Hee? A ‘ 
i hats ) : : + ay ah 1% 


aie 


WO MORON CE! rests reel tyke A SPUR nee ene ae totrie : 


s. +A! ; i 4 ra an) 
mW = 2 i 
athe ig 
. : Md 
i . = 
Gia | ae f ; ait OR ONS arity 
ne wie a cs { ee i) 
+ baby) , 
‘ é J i ‘U 0 ee 4 i ta Ae Heo 
“ ; 
4 5 ' 
; ‘ Vers ; pet 
. ee a ¢ ae mi) 
\ “Ah ive’ A fh i Mi ah Mh 
’ 
eat yy ts U 
! ” ; a ee a i ‘i 1 ay i 
’ oy * 
i 40 BS kan im 
+ re nt 
} i 
| ; \ } Se OH at 
cj | 
a. i 
i F| Pp as, 
i 
Ori : * ; ‘ ; arg 


ves 


ANG 4 ; \ mae TO eo AROSE 
v f 
‘ the d in 
Pig i { : 4 Y Bipidins 
es - - a iN ‘ Si ies pea ‘Spee eae Ye Bs ba 
Le, f sit)? ; , x we 2 ae ae 
oe } y Pere ross 5 Gan nog fh") tae ‘oats, 
* i” tas « : ‘ : 4 wv 
‘ ; ‘eg r ; . f to V5 


Lise 


at eae are rit Pict eth tgs OF Ba eee rosie Hak aie 
a ee ee : i Sh. L be Ay wi we 


a4 


om paen a ea i a = mse a 


- 201 - 
consumers and governments, have been discussed. This section attempts: 
(a) to appraise the contribution of investment to inflation, (b) to take stock 
of the stage of capital development reached at the end of 1948, and (c) to 
assess briefly the outlook for the future. Before doing so a summary statement 
of the Canadian economic climate in the post-war period, referred to on several 
occasions in the preceding text, is desirable, for it is against the development 
of the whole that the role of a part - in this report it is investment - should 
be seen. 

Four aspects of the development are of significance - the inter- ' 
national movement in prices since the war and their effect on Canada, certain ” 
readjustments in the cost-price structure which developed, the great increases 
in overall demand for the total gross national product produced in Canada, 

‘and the factors leading to an increase in the overall supply of goods and 


services available as final products to Canadians (see Summary Tables 75 and 76) « 


SUlWiWwWARY TABLE 75. - GROSS NATIONAL EXPENDITURE BY COMPONENTS, 
CANADA, SELECTED YEARS, 1939-1948. 
(Billions of Dollars) 
een en eee 
Item |) 2Gap | teas” | 1946 1947} 1948 


Gross Home Investment 
Plant, Equipment and Housing 
Inventories (1) 


Personal Expenditures on Consumer 
Goods and Services 
Government Expenditure on Goods and 


Services 0.7 367 1.8 US 7 

Net Foreign Balance 0.2 0.7 03 - 0.3 
Exports of Goods and Services Lie 3.6 ar 36 369 
Imports of Goods and Services -1.3 269 | -2.9 | -3.6 | =-3.6 


Gross National Bxpenditure atiWerken | ve oe | i a ee 
Prices (2) 


56 EST) | MS. ees eed i ete 1) 


Source: For the years 1939, 1945, 1946 and 1947, from the National Accounts, 
Dominion Bureau of Statistics. For 1948 preliminary estimate, Economic 
Research Branch, Department of Reconstruction and Supply. 


(1) Changes of inventories as defined in the national accounts, i.e.,for the 
non-agricultural business sector, changes in the book value of inventories. 

(2) Including allowance for residual error. 

(3) Preliminary. The final figure is expected to be somewhat higher. 
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U'MARY TABLE 76 . = CHANGES IN COMPONENTS OF GROSS NATIONAL EXPENDITURE, 
CANADA, SELECTED YEARS, 1939-1948, 


| 
(Per cenit)’ | 
piscina ca a AD oe epee 7 = ° | 
1939= 1945=  1946- 1947- 
Se Use: ae 1945 1946 1947 ee "eb. 
Gross Home Investment - 36 + 216 + 61 + 16 | 
Plant, Equipment and Housing + Sie She aca, « okey + 26 | 
Inventories (1) - 191 + 256 + 80 - 10 
; 
Personal Expenditures on Consumer 
Goods and Services + 8 + WU +, 12 + 14 | 
Government Expenditure on Goods and Services + 412 - 51 - 19 eee 
Net Foreign Balance - (2) - 52 nee (2) 
Exports of Goods and Services + 146 - 10 5 eT Payette | 
Imports of Goods and Services + 118 - il ary - | 
Gross National Expenditure at Market Prices + 109 4 hee + 13 +8237 (3) 


Source: Same as Summary Table 75, 
(1) See footnote 2 to Summary Table 75, 
(2) x€T he percentage change is large but not very meaningful, 
(3) Preliminary 
One of the most important economic factors in the post-war situation i 
was the world-wide inflationary pressure on prices, It would be a dangerous 
oversimplification to claim that any single factor was the prime or chief cause 
fer this inflationary pressure. Rather it was a complex set of factors, 
nearly all of which were acting in the same direction. The sum: total ef : 
all these pressures is the rise in prices which has occurred, the facts of 
which have been presented in considerable detail to the Special Committee on 
Prices of the House of Commons, and later to the Royal Commission on Prices. 
(a) Internatienal Aspects 
It should be emphasized at the beginning that the recent price 
increases have been encountered in every country in the world to some extent, 
and Canada is experiencing the same general movement in the level of prices 
as the rest of the world, As an important exporter and importer in the net- 
work of world trade, Canada could not iselate hereself from this world-wide 
development, To some extent price increases have been more moderate in Canada 
than in other countries, Increases in the Canadian wholesale price index and 


cost-of-living index from pre-war have been somewhat less than have occurred 


in the United States and the United Kingdom, In particular, prices and wage 
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rates in the United States had risen more rapidly during the war years and the | 
first post-war year than in Canada. The adjustment processes that both countries 


had to undergo were therefore starting out from different plateaus (see Summar 
g p 


Table 77), and the important trading relations between them assured that the pull 


(1) 


of high U.S. prices was felt in every segment of the Canadian economy. 


SUMMARY TABLE 77. - CHANGES OF COST OF LIVING, WHOLESALE FRICES AND 
GENERAL WAGES RATES IN MANUFACTURING, CANADA AND 
UNITED STAT3S, SELECTED YEARS, 1939-1948 


(Per Cent) 
‘ | 
Country and Index 1939-1945 | 1945-1946 | 1946-1947 | 1947 LOGS 1939 
to ta to 
July July July 
1948 1948 1948 
Canada 
Cost of Living 18 Dele 9.8 Ee fF 31.4 ok! 0 
Wholesale Frices Bio 4eJ 19.5 176 tied 102 02 
General wage Hates 1 
in Manufacturing AO 35 10 2 Lee h: LA62 42.9 109.4! 
United States 
Cost of Living 23 3 8.8 Lea0 9-0 cy Th a2 
wholesale Frices | 38 22 1336 25ae 108 58.5 119.1 
General wage Rates 
in Manufacturing 61.6 Fie: he eal ees Dol |} 30-2 1 11064 


a 


Source s Cost of Living and Wholesale Prices Indices, Canada and the United 
States from hionthly Bulletin of Statistics, Statistical Office of 
the United Nations, Lake Success, New York, October, 1948+ Manu- 
facturing wage rate index, Canada, based on hourly wage rates and 
obtained from Labour Gazette, September, 194%. Manufacturing 
wage rate index, United States, based on hourly earnings obtained 
from \lonthly Labour Review. (The last mentioned two series are no 


(1) Sstimated. 


These world-wide inflationary pressures affected Canada mainly in twe ways 
first through increased prices of imported goods entering directly into the 
structure of domestic costs and prices, and secondly through higher prices on 


exports l.any key commodities imported into Canada have gone up in price and th 


enter into the domestic price structure whether the imported goods are finished 


goods or whether they undergo further processing and final assembly in Canada or 


—_ 


— 


EE 


(1) For an appraisal of investment and price trends in the United States, see 
Appendix Ce 
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note Prices of American bituminous coal almost doubled from 1939 to July 1948, 
and significant price increases in iron ore and all fabricated iron and steel 
imports occurred also. Prices of these key commodities have an important effect © 
on the whole price structure as they enter into so many finished goods and any 
price increases here spread through the whole price structure. Since the 
United States is Canada's largest source of imports, prices increases that 
occurred in this country, particularly after the removal of most American price 
controls in the summer of 1946, were of major significance. To some extent 

the impact of these increases on Canadian prices was eased by the revaluation 
of the Canadian dollar and the removal of the War Exchange Tax, but the price 
increases were so substantial that the impact was softened only - it could not 


18 
¥ 
be oifset ° 


/ 

Eigher world prices have also increased domestic incomes and prices v 
through the sale of Canadian exports on world markets. Higher prices than 
pre-war for wheat and meat in the United Kingdom have forced the prices of a 
wide range of agricultural products in the home market up correspondingly. High 
prices for pulp wood, paper products and all types of lumber in world markets, 
and especially the United States, have forced up the prices of similar goods in 
the domestic market. These examples illustrate how significant the movement 
in world prices has been in increasing the Canadian price level through the 
influence of export and import prices. Policies can be and have been adopted 
to ease the impact of world increases on domestic prices, but world trade is 
too important a factor in the Canadian economy to prevent some resultant 
increasese 

Upward price adjustments in seme goods and services were 
to be expected with the gradual removal of direct price and wage controls, since 
the function of a price system is to encourage the movement of particular prices 
in the direction which will bring the supply of these commodities into line with 
the demand for theme Rising prices in particular sectors of the economy should 
encourage the movement of labour and materials into those fields, and where 
increased supplies of certain goods are desirable and somewhat higher prices wil 
encourage such an increase in output some price adjustments are desirable. It 
is not the purpose of this report to say what price increases are desirable for 


this purpose, or how big an increase in particular prices is necessary to 
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increase production in certain lines, but merely to point out that the operation 
of the pricing process will force certain prices up when these commodities are _ 
relatively scarce. Lumber can be given as an example in the construction field. 
The increased demand for lumber for the domestic housing and industrial 
construction programs and for the export markets could only be met by increasing 
the number of workers in the lumbering camps in the bush. The way that more 
laborers were drawn into this field was by higher wages and better working 
conditions. This led to higher costs in the industry and the industry was 
compelled to charge higher prices to achieve what they considered a desirable 
relationship between costs and prices. Many other examples could be given to 
show that certain price increases are desirable to increase output of certain 
commodities through shifts in the factors of production, but this reasoning should 
not be used to justify price increases which do not maintain or increase output, 
or which arise from speculation or "wreasonable" cost or profit increases. 

(c) The Levels of Effective Demand 

Turning to the domestic situation, an important factor in the recent price 
increases has been the existence of an overall "inflationary gap (1) The 
inflationary gap can be defined as the excess in value of the expenditures that 
domestic consumers, capital investors, governments and foreign buyers plan to 
spend on goods and services in a certain year over what can be produced 
domestically or imported in that year with all available resources fully employed 
at the prices of the previous year. This high overall demand for goods and 
services relative to what can be supplied leads to a steady and persistent 
pressure on all prices in the economy, and a rise in the general level of prices 
is a symptom of this pressure. The analysis of this inflationary gap thich follows 
éutlines the various channels of expenditure which represent the demand for goods 
and services in the Canadian economy: (a) export trade, (b) private investment 
in plant, equipment, housing and inventories, (c) personal expenditure on consumer 
goods and services, and (d) government expenditure on goods and services. 

The demand for exports has reached high levels as foreign countries, suffering 


from the general post-war devastation and reduced volume of domestic production, 


—— 


LL EE Semel 


(1) The term was first introduced in the Budget Speech of the British Chancellor 
of the Exchequer, April 1941 in discussing the problem of war finanee. Further 
discussion of this approach was continued during the war in both Great Britain 
and the United States in various economic periodicals. 


1 


a ae os 


AN 


pero Pe pee Boao | 
ae es Pah Maticct 


pe att a at 4 ee 


4 


i\ 
aay 
i 
a1 


Ea he iiss nie “separ pe a ' 


‘ 
{ 


fe dan Bat Nt et au! re: sek Chubone Be sebdoed } ; : ¥ sila) bite porrdy: 


yetine | aa ibetitts. oe gale ino foi ah, st ee drs mee 
: Py aie ; yea in 
: ¥ ‘ 5 cor , a > 
oS TL) oe ite] ' ~~ 


oes ban oe ; 


y 


MaKe ‘ 


Puina Ineo. oll. notiet baa eogn | a nokia aie 


tee LA lnan a. (Yernitad hive 1 Lote nk 30 iiiede ia) ) ed 


Ot BOT eae mit TO ees av wh ‘eae weld eit ie ‘heat ‘oh 2) tsp Ps 


i . petions empe tuned teeta th bens ‘eh rien etonsaith tediana, ae 


; hae Rd ! : | DAN at a 
i € a) Ody ihe 1 Py 1ao) THe to ve, ers ‘ye i, id ry ne ‘ae 4 tyage. Big bi ‘HO 7 
‘ f > (tS) i 


bfietia “Lit soo ures sided Tavs eu Biz ay, a) at te tou rd 4th 


pie ahdeg 2 tout lige fiom ASE hed 6 60 elaine ll a 
; aa . tt f tf 
rtaheread tae Uopeala ns of Stee)” Irie Oe tees daily, a avbh . 
yb hy Voie kde Joke a) oat ee Cae (iat a density ee f Shade 


+. toh Se eotedtab eet Vere Bava. eile Keres eerie sabia Ree) woes | os 


ty etd [Ramage es « tee iad Batata ond. ie 
| | fy: i 4 
edit stevie (47 Re nes OD eae e ped anag ed reg ee 


Meade srk Linea Tanecyse tu) var aie ant Bae ? onic AB 
o Hy: { ili Lau) 
Soa UO: QU SLD SS oP eee ae 4b) | ar costae ait 


‘ nm” = , a pany 4 ‘ - ¥ art ’ 
ty akc ‘ : ol) (ars? 4 ee 4 tLaayve t (i. ; Fea et wanes RIL: iKs big? 
. 4 a he ‘ te 4 i ’ id . ? 
tigy 7 "e5 es ary a ‘ J ae 4 ‘eee ge uy ike y 
La i ia ‘am HG) 2. BFb. LO oe ante et Lee AG eee role vee ae thi Sooe 
: nto . 
aastien sat ne naman tome aby eprint haere ipsam eats a a Aenean enn 


Nhe ie es WN ei 29 dogede Uahbee o63) ae ive aghiort tek teks ee 

ao M7 . Pay 6 at EOL Lhres ‘ook: i 

Ree Teow. pie) vw) send 2abithet eLearn BeBe | 
5 ae tava ere ! -unsae glo fpew ab: eathte 


pH a 
2 OR! ! al Lovet 7 


= 206 


have tried to increase available supplies by imports, The value of commed ity 
exports from Canada has reached new record heights, but most of this inorease 
arises from large increases in export prices, The volume of exports in 1948 

is roughly one~third higher than it was in 1939, which is the smallest increase 
in the volume of any of the expenditure components, relative to pre-var, The 
direct upward pressure on domestic prices that resulted from the possibility of 
obtaining high prices in foreign markets would therefore appear to Peve been 
more important than the effect of the increased volume of exports on domestic 
supplies, vA 

The demand for gross private investment in plant, squipment and housin; 
has increased more than for any other component of expenditure, This component 
is a much larger proportion of gross national expenditure at market prices than 
in 1939, The levels of wages and material costs going into the investment pro- 
gram have gone up more than have prices of other expenditure components in the 
domestic sector, In spite of the higher prices of durable physical assets, 
tnere has been an increase in the volume of gross investment in this field te 
about double that of 1939, This is a substantial inerease and could only col 
about begause businessmen were optimistie in their expectations of future return: 
from such investment, and were attempting te improve their capital equipment 
rapidly after some deterioration in the depression of the ‘thirties and ths 
pericd of wartime curtailment of private investment. 

The demand for consumers' goods and services is the largest single 
component of gross national expenditure, Personal expenditure en consumer 
goods and services increased from 93.9 billion in 1939 to $9,8 billion in 1948, 
an increase ef 155 per cant. During the same period the cost of living 
index went up 55 per cent, which may be used to assess the importance of 
price increases in this component, The voluma of goods and services 
purchased by persons increased about 70 per cent above pre-war, which is an 
increase of approximately 50 per cent in the volume of goeds and services 
purchased for consumption purposes per capita. These statistics suggest that 
volume increases were even more important factors than price increases in 
explaining the large increase in total consumer expenditures, This high level 
of expenditure for consumer goods by persons reflects the desire of the personal 


secter to maintain the high standards ef living slowly built up during the last 
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nine yearse At the sane time consumers were experiencing high levels of personal 
disposable income and had reldtively large liquid assets in the form of cash, 
deposits and government securities to make these demands effective in the market. 
During 1947 and 194% indications have appeared that consumers are trying to 
maintain this high level of expenditure at the expense of personal savings, eege, 
some reductions in personal holdings of government securities have occurred and 
consuners have begun to purchase more goods on charge accounts or on instalment 
credit. Data available for 1948 are preliminary and do not allow more than a 
tentative observation. The volume of consumer expenditures in 1948 appears to 
have changed only little from the peak reached in 1947. Since the population 
increased this suggests a moderately lower volume of per capita consumer 
expenditure. In spite of this, the desire for higher living standards, 
associated with the purchasing power in most sectors of the economy to make 
this desire effective in the market, has been important in creating a high 
level of demand relative to the supply of goods and services which can be 
produced. 

In considering government expenditure, it should be borne in mind ad 
that total government expenditures are of two main types: (1) expenditures on 
goods and services, which represent the using up of some of the total annual 
output of the economy, and (2) transfer payments which do not involve any direct 
use of resources by the government. Examples of the latter are family allowances 
veterans! benefits, and a portion of the interest on the public debt. In 
considering direct government demand for goods and services only the first type 
of expenditure is relevant. In 1947 and 1948 government expenditure on goods 
and services constituted a smaller proportion of gross national product than in 
1939. Average earnings in government have increased less than in most industries 
or in the economy as a whole and the volume of resources used by the three levels 
of government has increased less from pre-war than the volume of gross home 
investment or consumer expenditure. The Dominion government, in particular, has 
restricted the amount of expenditures on construction and equipment, "partly 
because of the high cost of such work under current conditions but more 
fundamentally because of its desire to keep excessive national expenditure 


within bounds and to defer wherever possible the construction of useful projects 
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until the time when private expenditure will be lower and additional government 
work will help to maintain employment and income. (1) But for this restriction 
in public investment expenditures and the large government surpluses of 1947 and 
1945, prices would have risen even more than they actually have, 

(d) increases in Overall Supply 

The output of finished goods and services has increased greatly from 
prewar, but the increase in demand has been so great that even with the high 
levels of employment and output currently being attained there is an inflationary 
gap which is reflected in higher prices. The current level of gross national 
product (after taking account of changes in the level of prices) is approximately 
&0 per cent above the peak years 1928 and 1929, and about twoethirds hisher than 
the year 1939. Moreover, this volume of output was only achieved by working at a 
high level of capacity in many industries, and with a high proportion of the 
increased civilian labour force employed. All indications are that in the current 
high level of employment only slow and relatively small increases in the total 
volume of output can be expected, 

The most important cause of this increased volume of output was the 
increase in employment and the civilian labour force which has occurred since 
1929. Civilian employment and the civilian labour force are somewhere between 
25 and 30 per cent higher in 1948 than they were in 1929. The labour force has 
risen with the increase in population and its changing ace distribution. Although 
the average age of leaving school has increased, and the usual age of retirement 
is being reduced, a larger proportion of women are seeking employment than before 
the war. At the same time, the number of hours worked per week has dropped from 
prewar. 

There has also been an increase in output per man-year employed of some 


2 per cent per year, most of this increase occurring in the industrial sector, 


This increase is close to what has occurred in Great Britain and the United 
States over the past half century and reflects slow but steady technological 
progress arising from new inventions and new processes being developed in 
various industries, and increases in the use of hydro power, Significant 
improvements in capital equipment have also occurred, 


Output in agriculture - a special case because of uncertainties of natural 


forces and substantial price fluctuations of its products - has not increased as 


much as output in other industries, and farm employment has declined somewhat over 
OS LS AT ED TT CT TT I I OE LS CL LE i te ee nt Ge -eee ea seenpoe—ee SON 


(1) Budget Speech, by Hon. D.C. Abbott, House of Commons Debate » May 18, 1948, 
Pe 4056. 
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the past twenty years. Net income of farm operators from current farm production 
is much higher at present than any prewar year and conditions have improved 
markedly over the 'thirties, but the proportion of such farm income to net 
national income at factor cost has fallen from a previous high of 15 per cent in 
1928 to 11 per cent in 1948. This slower expansion in agricultural output, 
employment and income relative to the economy as a whole is a development noticed 
in many other countries in which rapid industrialization occurred. 

Has increased overall supply (from domestic output or higher imports) led 
to any easing of the inflationary pressure over the last three years? Inflationary 
pressure remained strong throughout the period although in varying degree. 

There was an increase in the number employed from 1946 to 1948. Primarily 
this arose from the natural increase in the population of working age but 
immigration was also important, more particularly in the last year. The number 
unemployed fell somewhat after the post-war readjustments were complete so that 
by September, 1948, the percentage of the labour force unemployed was down to 
1-3 per cent for Canada, as compared with 2.3 per cent two years ago. This is 
just about the minimum unemployment that can be achieved, as there is always 
some time lost in transferring from one job to another. Increases in the number 
of employed contributed to a rise in demand for consumer goods through the 
earning and re-spending of their incomes. With the prevailing patterns of 
income distribution and consumer spending only a fairly small proportion of such 
increased output represented a net addition to the supply available to meet the 
levels of consumer and investment demand already present. Levels of output per 
man in the immediate post-war period in a number of industries remained below 
pre-war as shortages of many basic and intermediate materials led to some 
interruptions in output in certain industries. Some temporary dislocations also 
occurred in shifting from items of war production to civilian demands. In certain | 
cases the amount of capital equipment available per worker was too low for a high | 
level of output per worker. Although the value of imports increased in 1947 in | 


particular, quite a portion of this was associated with higher prices. This level 


of imports provided certain important commodities for the domestic market, but 
the overall volume of imports could not increase greatly because of general world 
shortage of many of the items required, and the foreign exchange problems that 


became particularly acute in Canada towards the end of 1947. 
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Vihile increases in overall supply in the immediate post-war period so 
moderate for the reasons given above, the level of output achieved in 1948 
relative to pre-war was significantly higher. However, the levels of demand 
had iucursased even more substantially and this led to continued inflationary 
pressures on prices and wages throughout the system. This high level of demand 
encouraged businessmen to expand output through increases in capacity and 
greater mecnenizaticn. 

It was in this economic climate of high employment and almost un- 
limited demand for many key commodities in Canada from 1945 to 1948, and 
exnosure to world demand and prices, that an investment prograt larger in size 
than any previous program was attempted, and in fact carried out. This could 


not be without impact on prices - but the question is how significant was 


investment as a factor contributing to inflation. 
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Investment and Inflation 
Effect of Present Program on Prices 

What effect has the investment program of the last three years had 
on prices in the Canadian economy? In brief, the investment program has con- 
tributed, together with other factors, to the general inflationary pressure on 
pricese There is little evidence to justify the claim that capital expenditures 
were the only factor or even the major factor leading to the price increases 
which occurred in Canada in the last three yearse 

Investment affects prices through three different channels - the . 
direct effect of investment on the demand for goods and services, the secondary \, 
effect on consumer demand, and its short-run influence on the supply of goods 
and services. 

How significant was investment as a factor directly influencing the 
price level in 1948 through the demand for goods and services? In the current 
year gross investment in durable physical assets is expected to be of the order 
of 43 billion, or about 20 per cent of gross national product of over $15 billion 
The number of workers employed in Canada in capital goods industries and in the 
industries supplying these with materials and services comprises about 15 per cen 
of the labour force. The reason for the difference of the two percentage figures 
is the fact that a significant part of machinery and equipment and some materials 
and parts going into domestically produced capital goods are imported. The level 
of investment, high though it is by many standards, is not a large enough segment 
of the total economy to be the major force in the increases which have occurred 
in the cost of living. 

It is more difficult to assess the other less direct effects of the 
investment program on demand in other sectors of the economy, particularly the 
secondary effect on consumer expenditure on goods and services. As has been 
indicated earlier (Section IV), secondary effects of investment expenditures 
may be significant as a factor contributing to an increase in the volume of 
as and income in times of low levels of economic activity when there 
are idle resources in the country. But this was not the situation when the 
war ended. \What in fact happened was that private investment gradually took 
the place of contracting direct government expenditures on goods and 


services. Under these conditions the expansion in investment from 1945 to 
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194€ should not be regarded in the main as a total net stimulating addition to 
the economy, but largely as a transfer of demand from government war and rehabil 
itation uses to private investment. Sections II and III have discussed in detai 
how this has taken place without serious dislocations or disturbances, Looked a 
in this light, the expansion in private investment does not appear to have playe 
a major role in adding further to the high levels of consumer expenditure alread: 
achieved in 1945, 

Has the high level of investment demand peauned the supply of goods 
available to meet the high level of consumer demand? Even curing the war a slow 
but steady increase in the volume of consumer expenditures occurred. This trend 
continued until 1947 and it was only in 194& that it levelled off, There was 
some increase in total output in 1948 over 1947 but the expansion in investment 
in durable physical assets was continuing sufficiently rapidly to take almost 
all of this increase in output over 1947. Final data when they become available 
may even show that it may have taken even a little more than the increase in 
tetal volume, It was then only in 1948 when the investment boom was reaching 
recard proportions that it largely prevented other sectors from participating 
in the increases of outrut that became available. As the levels of demand from 
consumers, Government and foreign markets were still high, the predominant role 
af investment led in this year to some increase in the inflationary pressure in 
the other sectors, As indicated later, the rise in investment will permit 
further increases in real output in most industries including the consumer goods 
and export fields in the near future, 

In these three ways the increased volume of investment has exerted 
pressure on the general level of prices, The most direct effect has been on 
higher prices of machinery and equipment, and higher eonstruction costs, The 
same forces have increased prices of consumer durable goods, Price and wage 
increases in any sector of a full empleyment economy have a tendency to spread 
tg other sectors, and in this way the investment program has had some influence 
on, say, the official cost 9f living index, However, it would be misleading ta 
claim that investment has been the only, or even the most significant, factor 
in the increases in the cost of living index which have occurred since 1945. 

The effect of high world prices appears tq have been even more significant, and 
the continuing strong demand for consumer goods and services has also been 


important. 
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Effects if Investment Program Had Been Smaller 

How different would the movement in prices have been if the investment 
program had been smaller in 1948 than in fact it actually was? Any small declins 
of, say, 10 per cent would have had little effect, Any large cut would not have 
been feasible without detrimental effects on the economy as a whole, 

Investment in durable physical assets, 10 per cent smaller than was 
actually undertaken, would have meant about 300 million less in 1948, The 
direct effect of a curtailment of this order, disregarding any changes in the 
levels of demand in other sectors, would have had only a_ slight effeet on prices 
of capital goods. The inflationary pressure in the investment sector was so 
strong and shortages of key materials were so persistent that even a moderately 
smaller program would still have led to increased prices in this sector, althougt 
the increase would not have been quite as much, The increase would have been 
only five per cent or so smaller since the increase in prices of machinery, 
equipment, parts and materials imported from abroad would have been just as great 
and the slower rate of price increase would apply only to domestic production, 
Also, the pull of higher foreign costs, particularly those of the United States, 
would have been an inducement for domestic producers to follow the lead even 
under somewhat less pressure, In the light of this an increase of over-all 
investment costs of 5 per cent less than actually occurred would have been quite 
a notable achievement if associated with a 10 per cent decline in the volume of 
investment, 

Would the secondary effects of this somewhat smaller volume of invest- 
ment be great enough to initiate a general decline in employment, incomes and 
consumer demand? From all indications it would appear that the levels of 
deferred demand and the amount of liquid assets held in other sectors of the 
economy were so great during 1948 that the composition of total demand might 
have been changed, but the total level of demand would still have led to 
inflationary pressures, For example, the strong demand for consumer durable 
goods would partially replace the demand for capital goods, Many export orders 
with steel as basic materials had to be turned down. Had the domestic investment 
program been curtailed some of the steel and other materials in short supply, 
together with some of the available heavy labour, would have gone into export 


-industries, This analysis suggests that the levels of demand in all sectors 
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were so high that any curtailment in Qne sector in isolation would be largely 
offset by expansion elsewhere, and the inflationary pressures could not be con- 
trolled by acting on any one Single aspect of the problem. 

It is interesting to ponder on what would have been the effect of a 
10 per cent decline of investment on the official cost of living index, which 
in November, 1948, was at about 160.) or ll per cent higher than a year 
earlier, One impact could have been lower costs of consumer durable goods, 
assuming that these would have been affected to the same extent as capital goods 
prices suggested above, However, since the weight of consumer durable goods in 
the official cost of living index is only 6 per cent, a 5 per cent reduction of 
cost of consumer durable goods would have brought down the cost of living index 
by only less than one-half of 1 per cent. Food and clothing items, whose weight 
is 43 per cent, increased by 18 and 12 per cent respectively during the last 
year. But since domestic prices of these commodities were largely determined 
by world prices they continued to rise in over-all terms - in spite of a break 
in agricultural prices in the United States early in 1948, A decline in the 
domestic investment program, even allowing for some of the secondary effects, 
could hardly have offset the strong pull of world prices for these commodities, 
Another large factor th the cost of living index is rent, whose weight is 
19 per cent. A general reduction of the investment program by 10 per cent would 
have meant some 6,000 to 9,000 fewer houses built in Canada. This would have 
increased the pressure for housing accommodation and might have increased the 
average rental payments for that sector of the housing market that was not fixed 
on the basis of previous rental levels, However, since the rental index is 
heavily weighted for old housing units with fixed rents it shows little 
flexibility. Nevertheless fewer new houses would have meant heavier pressure 
an the housing market and as a result the rental index would likely have been 
Slightly higher in 1948 than was actually reported in that year. The remaining 
32 per cent of the cost of living index is represented by a miscellaneous array 
of goods and services, few of which would be directly affected by any cut in the 
investment program and only some slight indirect effects would have been likely 


in view of the strong demand for most services, 


(1) Base: 1935 - 1939 = 100, 


— ma newese. —e — SLE) LT TTT a TE SE AAAS AAD is son iGtie ee desiennemescmsaooyinnebenedaemnsars aes ee et tee a gee 
anes ——— me od en 


ews. 4 foe dobva 


Viakiat ‘ a 


Leen ene 4a) ei te 


= 
< 
22 
. 
= 
tod 
ro 
sr 
ai 
-~ 
= 
= 
ste" 
= 
Es 
ra 
- 
“~ 
— 
_— 


se a recur. Lo Te bie: vam tom 


> 
8 cor 


ites, fare > eehunAamR Yeonnet te 


Deets) i 
Ca 


shinai 


~ bi Aiea ey: eee: 2 ain oR nice fe 
‘dicey pha ates Pt URS nL SOR ; eee ne zon wt 
‘ . Mahe ; j ; H) ; 
er 1 | ea riens ay CE 8 
; . ! ‘ ; f wide I . aS 
ss OND) cy ce Mos NF it PPseverritirs 
~ ; is ue : 
; A ree | i w + BAY : 3 | ye tle ay ve i ee atts ay bent % ; 
Hi ma 
: . Neyer eer : M 
‘ 1 \ f ? F * Pt if 7.1 qi by gi re : get BT a, Breyer ‘we if ! 1 td it ais of 
, MR Naas. 
ia: i) e Hf ah 
r s; ; () teeahge A RR Have mesg “) 
’ i, y } ‘ i 
Oe MLD HO Fever) ey Age? urond a arly 
a v t ’ af } ' ny 
ed ar ip aise yaw t | any bay ? t th rn vigil fs f 
4 ! 2 att i 1 if 
Hon & A be bonmogne a 
tien) adi orth hee Sedtaee stay 
l f 
Ai fg . 4 Fish hunt 
i ' 4 ; My 
hr mga oee re i ¥j me i S sath 
4 =, { Lover veebedt nis font 
' i 
Me ah: 
/ P ee | ates 2 a Sesh aa iF 3 r 
i : vit 
We 4 re td PP 
j a : text Re 'T yi H f rin fe itt gay 
ane 
Py ¥ fing Sores a cient 
Py Y (daa D ey’ 
fy) be 
Tek 
f 
if 


~213- 

In the light of these considerations it would have been surprising 
if a reduction in the volume of investment of 10 per cent would have affected 
the cost of living index by more than 2 or 3 per cent. This appraisal, as 
tenuous as it must be, is just another indication of the fact that aggregate 
demand in 1948 in other than capital goods fields was so strong that any 
measures taken to curtail investment alone and leave other forces free rein 
would have meant little easing of the inflationary pressure. 

An attempt to cut the investment program by a substantial proportion 
would have been hardly feasible in view of the extensive requirements for 
capital goods. These were urgently needed to meet the high level of demand on 
all fronts. But had an attempt been made to cut the volume of investment 
substantially, this would have meant a serious dislocation of industry, a 
certain amount of unemployment in particular fields, a decline in income for 
those affected, and higher prices because of world pressures and domestic 
shortages. It would probably have led to a decline in output of the nation 
as a whole and a lowering of the real standard of living. 

What then could hres been done to prevent the impact of investment on 
inflation? Since as suggested above, control of the volume of investment alone 
would not have made a significant or practical contribution, the answer is that 
a much wider and varied system of directive measures would have been required 
covering prices, wages and allocation of resources in the key sectors of 
the economy. iihether such a system would have been acceptable to the public and 
how great the difficulties would have been in administering such a scheme in 
peacetime are ouestions which go beyond the present inquiry. 

In appraising, therefore, the inflationary tendency of the post-war 
period and what might have been done about it, aceount should be taken of the 
situation as a whole. sin the first three post-war years the Canadian economy 
was dominated by high levels of employment and income, with relatively little 
distortion of the structure of prices although fairly large increases in prices 
occurred. iH this situation attention should be directed to the high levels of 
demand prevalent in all sectors, and too much emphasis should not be put on any 
particular sector of the economy in isolation. To put it briefly, there is 


no single or simple factor that can be blamed for inflation. 
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Stock Taking of the Investment Boom 

At the end of 194& the post-war investment boom was over three years 
old, What stage has been reached, and what has been accomplished in this period? 

1, Pattern of Investment Cycle. Unlike some previous investment booms 
which gathered speed as they developed, the investment boom following World 
“Nar II started out with a bang, slowing down in the rate of expansion in each 
succeeding year, The increase in the volume of investment in durable physical 
assets was 36 per cent in the first post-war year, 27 per cent in the second, 
and about 10 per cent in the third, though the data on inventory changes are 
less firm, they suggest a similar pattern in terms of volume increases, This 
gradual slowing down suggests the reaching of a high plateau, from which further 
small advances are possible but some declines in the not too distant future are 
more likely in the absence of special counteracting circumstances ‘(sce section 
on the short term outlook below). 

2. Factors of Production. Supply of some of the factors of production 
has been increasing at an even more rapid rate than aggregate investment demand, 
As a result inventories in a few lines (O.ke, building materials like roofing 
and insulating materials) increased Significantly resulting in cut-back of output. 
In other lines shortages continued, particularly commodities with a steel content, 
mainly because of the inability to obtain the required basic materials, Attempts 
to replace steel with other materials had only partial success and the demand 
for steel remained as heavy as ever, As the process of supply catching up with 
demand continued on item-to-item basis many shortages had disappeared by the end 
of 1946 or were in the process of disappearing, Of those items continuing in 
Short supply materials requiring steel appeared likely to remain the last on the 
Shortage list, The labour force in the machinery and equipment sector of invest- 
ment had been large enough at war's end to cope with orders for capital goods, 
but the construction industry was in need of rapid expansion, This expansion 
took place most rapidly in the first post-war year, 30 per cent, slowing down in 
the second year, 10 per cent, and speeding up a little in the third year, 

13 per cent, A general low level of unemployment was associated with some labour 
surpluses in certain localities in 19/6, but shortages existed in other 
localities, particularly with regard to special types of skilled tradesmen, kj gy 


plasterers and bricklayers, As the labour force became more abundant in 1948, 
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some builders found it possible to dismiss incompetent workers, with salutary 
effects on productivity, This problem of a labour force sufficiently large in . 
aggregate to cope with demand in overall terms, but not always in the place or 
with the skill required, is one that will accompany the investment program 
beyond 1948, 

3. Gosts, Because of the pressure of demand on supply, investment 
costs have risen rapidly in the post-war period, though at an uneven rate, In 
the first year, when most price controls were still in existence, building 
material prices rose slowly, 5 per cent, In the second year, with most controls 
being removed, prices moved up much faster, 24 per cent, In the third post-war 
year, as supply started to catch up with demand, the rate of increase slowed 
down again, 17 per cent. Wage rate increases in capital goods industries and 
prices of materials and equipment items folloved a broadly similar pattern. In 
1948 investment costs increased at a slower rate, not only because prices of the 
factors of production increased at a slower rate, but also because some slight 
improvement in the output per man-hour occurred, large capital expenditures made 
in the first two post-war years began to pay off, and more competitive bidding 
became apparent, 

4. Economic Impact. In 1948 the effect of capital expenditures on 
plant and equipment made in the two preceding years became more apparent in an 
increased volume of output. The volume of output is expected to increase even 
further in 1949, This may contribute to an easing of inflationary pressures so 
strongly entrenched in the Canadian economy in the first three years gi peace, 
Housing investment was a special case, ‘While a record program in the first 
three post-war years met a large portion of effective demand for new home owner- 
ship housing, comparatively little progress had been made by the end of 1948 to 
meet the housing needs of that part of the population which could not afford 
minimum standards of housing accommodation at prevailing costs relative to 
their incomes,. 

>. Financial Aspects. ven after three years of large capital 
expenditures no great difficulties were encountered in financing the investment 
program, Even a tightening of the conditions of borrowing in 1948 proved no 


deterrent to business capital expansion, One of the reasons for the financial 


strength af business undertaking investment projects was the practice of plowing 
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back into the business large portions of retained earnings. Substantial profits 
made in 1948 and comparatively moderate increase in dividend payments - where 
these occurred = held promise for a continuing ability on the part of business 
enterprises to look after a large part of their own financing. Savings of 
individuals declined, as a larger proportion of income was used to purchase 
consumer durable goods, and to meet current living expenses in those cases where 
rising prices remained ahead of changes in income. But the most remarkable 
aspect of the investment koom and the general high level of economic activity 
was the absence of any large measure of speculation on the security markets by 
either businessmen or individuals. By the end of 1948 there was still no 
immediate sign of a reversal of this attitude of caution which accompanied the 
pest-war investment boom during the first three post-war years. Most business- 
men and individuals combined measured optimism with the realistic attitude 
that things could get worse. There was little evidence of the feeling of 
"permanent prosperity" so characteristic of the over-optimism of the late 
‘twenties. 

6. Role of Government. In this period of imbalance between supply 
and demand and strong inflationary pressures, the role of government was a 
particularly delicate one. There were international ebligations to be fulfilled 
if Canada was to maintain her position as a middle power. The high levels of 
empleyment and income achieved in Canada at war's end and the standard of living 
associated therewith had to be protected. Measures which would have meant too 
strong a dose of deflation, e.ge, maintenance of high war income and excess 
profit tax rates, might easily have had an adverse effect on levels of employ=- 
ment and income actually achieved in the three post-war years. On the other 
hand, the absence of measures to assure adequate supplies at home and to prevent 
price excesses would have meant a much higher degree of inflation than in fact 
occurred. There was then the need for government policies which weuld avoid 
both extremes, neither contributing to a lowering of employment and income, nor 
encouraging price excesses and speculation. The historian several years hence 
will be in a better position to appraise the effect of government policies on 
the development of the Canadian economy in the post-war period. The record so 
far supports the contention that high levels of employment and income and standard 
af living prevailed in the post-war period and that, in spite of rapid price 


Nereases, harmful price excesses and speculation were on the whole avoided, 


RN 


Se So PERE OAT: ie. yeele Se Rutek RR e 


; c } Ninn i 
ms ry ye 


R ; 4 oT in am 
to. acti ee. |: hones? “ee Hed A the pce 


+ - \. i A 
Seber. Of FSA Oey: SAGO Bor  digad saqorsr pent 


19 hy i 


Ke tii RAD OS + ob anpoee cived: Praag 4 ‘Feugein at eo 


Wdeitpuet teem got yt. SORE EOE Benne Tal Sava: beniinme’ 


} bs 5 

4 v ‘ Ate 

i f 

ae Regent Kona tth Lovet: Grid Looney ‘pal ehablieinich 
i ] i ba il 


Ben kA Lite 
- y - "A a nay ny j 
, 1h ; ne s . Oe bia Ge. vii 
| ad he Be RAD iis HPS Nk 3 Sore ODS Me lb a) S oe ee iba iB) yt ik tty neces 


: i “hh oe oY h : y Eas ig et Leen Ps 
a hepmeaniwoos AOS ote e we GD NRE TT ae oo aah “Bt 


Puy 


f j . toe ie 
; ' v ie ule tl : a” Pra wee Oe Oo ow he ry eye ey Y 
WRK RL Ta eee a OR ee yee Ie Mee Pees me co 
‘ ball inc Se bod oh 
7 FS i ae We ae : La OS Le 5 
i i 
j nye a7) 
* o -¢ oe r rat 
ae f at 1 fa Se ee : Tee wap. Sia * ui 
coe a fe ate i: Y eee e eS tO Gi Gh EE 4, Bae STL é Si As ag ON atte ; 
, We 0 
] pe, 
' ae t ‘4 a pe bia 
r aa ! fy fie q 7 On ie Bit Se: 
‘ 
Ae Vine a iO Xba 
, é sq hid at 4 Pedmeatanoe 
: i ' { ‘ i i 
- 8 AON AS ESE ke ec Mee 
Lt 
' 1 
Fa 4, ‘i 


Pelt ad of eftabtinebkld> Dotio Ararat ane: eran pS wee le pen "i 
ree siu } oe i myn 

‘i ee Cus fant a erp ee TD th see Me eae, Fu tat oF 
nivel Po bYebrott! ote Bee pete 2 eae Pa eae ee baer A 


aM, : 
¥ with 


am ewe; | ba peace io gn nel srs 
Oe ENA EO MRI 2 Ha) bh ded ae) on PL BE gy ae, 


P * . he Aare | } ie! ie 
ayolnse 40. ataved Ramen on tei teh veu airless aaa 
j mics i | OOP ae ney, & wt 
4 late eee el} aie ns hia hp fA hohonsy) hich en me ES ter) Fs Ry 


eae hye 


' \ iy 
fe , i ° if t es ey bes 4 2 ae) ae ahh je SPh bo: hs pri pe: tee, Bs +i) # b BR: ya we wisn 
j f i 


patra: oe 
: ra od a wes dye eal 24 ety ? 
wet MRS. (Oc Rae ay eae aie ef Mi £8 DOAN te OV 


¥ - > Ww i ane OS gy i Lo beth mee WO a Heh: } Bhp 
‘ Cig STEYD nay POLE: CPV ae Hes) sown * age ‘gad fiat 


ny , ; é bi et Ay Te dnt } 
a ae van os vA | Aa } 


jenweyeten yd eteyveg he btodaam ant Be itiinai 


7 PP, J hui 


fe “i id un 


= Ai/ = 
Tavestment Outlook 

The outlook for investment is largely guided by future economic 
developments at home and abroad, An outstanding feature of domestic developments 
is increased capacity of the Canadian economy, which, if fully used, should con- 
tribute to higher real incomes for the Canadian population. In the first place 
it seems likely that improvement in industrial productivity resulting from 
technological advances would be accelerated in the years ahead, This would 
result from the application of new processes and techniques discovered during 
wartime but which cannot be fully exploited till later, The capital investment 
boom now inprogress embodies much in the way of improved methods, Even where ng 
technological advance is involved, increased reliance on capital goods together 
with replacement of old plant and machinery by new should result in improved 
efficiency, For these various reasons the extensive capital expansion now under 
way can be expected to result in a significant increase in output per worker 
during the years ahead. Population during the next four years will also be a 
Significant factor affecting the production potential of the economy, Assuming 
a continuation of the present policy of selective immigration, an annual increase 
in the labour force of between 2 and 3 per cent per year can be expected. As 
a partial offset to these influences onerating in the direction of a higher 
absolute volume of production is the long run trend toward shorter working 
hours, This factor may be of only minor significance provided market conditions 
continue buoyant. On balance it appears reasonable to expect that by 1951 the 
productive capacity of the economy will have increased by something like 10 to 
12 per cent over the present level, “hether or not this productive capacity 
is fully utilized will depend to a large extent upon the complex of world con- 
ditions as they develop in the intervening period, and on domestic policies eon- 
tributing to the maintenance of high demand at home, A continued high level of- 
demand by governments for goods and services and a continuing desire by consumers 
to maintain a high volume of purchases, bolstered by the still high level of 
liquid assets, are signs of continuing strength, at least for the immediate 
future, It is against such a background that future levels of investment 
should be appraised, 

Has the post-war investment boom reached its peak in 1948 or is it 


continuing? Tentative as the.answer must be, available evidence suggests three 
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things: (a) some of the sectors of the investment boom have shown definite 
Signs of levelling off or declining, e.g., manufacturing or some primary 
industries, (b) other sectors show continuing strength, e.g., certain utilities, 
commercial Ehar devise groups, institutions and direct government, and (c) still 
other sectors have reached such high levels in the light of present cost that a 
decline in volume could be expected although there is little concrete evidence 
of this so far, e.g., housing. 

Taking account of the various forces at play, the post-war balatnere 
boom in aggregate appears in volume terms to have come close to a peak in 1946, 
Whether this represents the actual peak for the immediate post-war period or 
whether this peak may still be one or two years away depends on whether the 
strength of the sectors still continuing in an upward direction can offset those 
that appear to have lost a great deal of their initial TuncHusie? There is an 
important qualification to this diagnosis. The real unknown is the Canadian 
contribution to Atlantic security in terms of industrial manpower, equipment 
and supplies, Requirements of a preparedness program may not show up in the 
traditional definition of investment, although they may have similar effects 
on economic activity. For example, the building of a corvette in Canada, 
financed with Canadian credits and then turned over to a friendly nation, may 
have similar direct employment and income effects to the building of a bridge 
in this country. Parts produced for an American armament manufacturer may 
have the same direct employment and income effects as tools produced for use in 
the Canacian investment program, The corvette and the armament parts would 
appear as exports while the bridge and the tools would be classified as domestic 
investment in durable physical assets, Here then is not only an important 
economic consideration but also a statistical problem that may cloud the meaning 
of when the investment boom reached its peak and when it turned. 

It must be remembered that the rapid rise in investment activity 
beginning in 1945 was made possible by the contraction of Government expendi- 
tures, a large pertion of which was spent for industrial purposes serving 
military ends. The resources devoted to this purpose were found easily trans- 


ferable to serve the peacetime investment program, A similar situation in 


La EE EER RN ES NE EN ON oe ee RE Re Se Re ee ee 


Ee en ee ae ome et RE EEN LO RN rs me ae EF 


(1) This appraisal does not preclude the possibility that the post-war invest- 
ment boom may at a later date be folloved by a rearmament or general 
economic development boom which vould by far surpass achievements in the 
immediate post-war period. 
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reverse may erise again, If a significant preparedness program gets under way 
in the next few years in Canada serving in part Cenadian domestic needs and in 
part designed to bolster the defences of the Atlantic nations, it may take up 
any of the slack in the system developed as a result of the contraction of 
business and other investment serving purely civilian needs. 

Since it may take several years before the economic preparedness 
program reaches significant dimensions - likely only if international relations 
continue to deteriorate - and since there are continuing signs of strength in 
the investment boom serving peacetime purposes, it is best to appraise the 
outlook separately for the short term, say tvo or three years, and for the 
long term, the period beyond 1950 or 1951, 

Short Term Ouslook 

The next two or three years are likely to see a continuation of the 
high plateau of investment in aggregate reached in 1948 although there might be 
a noteble change in the composition of the program, Even if the decline in some 
sectors should outweigh the growth in others, no repid over-all decline need be 
anticipated, In the individual investment segments, differences in strength 
that exist are likely to become more apparent than they are today. 

The brief survey given below, which is based on whatever factual 
information is currently available, should not be considered as a forecast but 
rather as an appraisal of presently foreseeable trends which force of circum- 
stances may change, e.g., speed-up of a preparedness program or a considerable 
freeing of international trade, which in an atmosphere of genuine peace would 
provide new stimulus to industrial expansion all over the world, 

1. Manufacturing, A decline in volume of manufacturing investment 
had been anticipated forl1945 as compared with 1947, but with a rally 
in investment becoming apparent at mid-year the volume of manufacturing invest- 
ment in 1946 is expected to differ only little from that accomplished in 1947. 
New impetus to manufacturing investment was given in 1945 through the efforts 
of industry to expand production in such fields where Caneda had been depending 
on imports from abroad or where new expansion appeared to be justified in view 
of Canadian efforts to stimulate greater use of domestic natural resources (see 
purpose of administering of Schedule III of Hmergency Exchange Conservation Act 


discussed in Section VI). Further, the branch plant movement both from Great 
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Britain and the United States achieved new impetus in 1948. The contribution to 
manufacturing investment from this source is likely to continue for some years. — 
Also, the stepped-up rate of immigration in 1948 - likely to continue for some 
time - has brought to the country not only new skilled workers but also entre- 
preneurs and professional persons who have given and are likely to continue to 
give new impetus to the expansion of Canada's secondary industries. Since a 
large part of the pent-up demand for investment for manufacturing purposes 
appears to have been met, the major strength of manufacturing investment, quite 
apart from the large and continuing program of improvement and replacement, is 
likely to come from the establishment of new industries and the introduction ef 
new precuction methods and commodities. On balance manufacturing investment 
shou_d reach a moderately lower level in the next two or three yearse 

® Primary Industry and Construction Industry. Certain sectors are 
showing continuing signs of strength. Farmers, who in the post-war period have 
been one of the most prosperous groups in the community, are continuing to press 
for available farm implements and equipment. But since agriculture is an in- 
dustry in which changes of the economic outlook are particularly rapid, the 
present high demand may continue Apes the next two or three years but would 
be more vulnerable beyond this than almost any other sector of the primary in- 
dustry group. Other signs of continuing strength are the oil developments in 
Alberta and the iron ore developments in Ontario, Northern Quebec and Labrador, 
Weakening of investment demands is likely in most base metal and non-metallic 
mineral fields with a continuation of the low level of investment activity in 
gold mining, which considers itself a depressed industry. Lower mining costs 
or a higher price of gold would change the investment situation in this industry 
almost overnight. Investment in woods operations, which is governed largely by 
export prospects, may tend in a downward direction should the uncertainties 
about foreign markets for some forest products - becoming more pronounced in 
1948 - continue and extend to other segments of the field. The construction 
industry also seems to have reached a high point in capital expenditures. On 
the whole, primary industry and the construction industry are likely to follow 
a pattern similar to manufacturing investment in the next two or three years. 

3. Utilities. One of the largest elements of strength in the invest- 


ment situation over the next two or three years lies in the utility field. Some 
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segments may even continue strong beyond the near-term period under discussion 


here, €.g., hydro development, telephones and railways, Other fields in which a 


lower level of investment activity is a possibility include broadcasting, motor 


carriers, air and water transport serving solely civilian purposes, But even in 


these fields the situation may be reversed. For example, the introduction of 


television into Cenada would involve substantial investment expenditures and 


would show up in an increase of broadcasting investment instead of a decline or 


levelling off as is anticipated currently, Such large projects as the St, 


Lawrence waterway, which would include both power and transportation development, 


Ove? 


an At 


o Lox several years the entire plateau of investment demand coming from 


.Jiiy group. On the whole, this sector is likely to remain at high levels 


né aexs tyvo or three years, 


U4 


4, Tavestment in Commercial, Merchandising and Service Groups. This 


group is another field where divergent trends are likely to become more clearly 


apparent, Such enterprises as large department stores, wholesale houses, ware- 


housing and service facilities like laundries and dry cleaners may show a 


levelling off and in some instances a decline in demand for new capital facili- 


ties, 


Other sectors such as the recreational and amusement field and service 


establishments like garages catering to the expanding number of motorcars coming 


into use are likely to continue at high levels of demand, with increases guite 


probable in some sectors, The outlook for office buildings and hotels, which 


involve large capital expenditures, is somewhat more uncertain, There is little 


doubt about the current need for substantial additional investment in these 


. 


sectors, but caution on the part of investors may keep the level of expansion 


in this segment at lower levels than economic conditions might warrant. On the 


whole, the elements of strength in the commercial, merchandising and service 


groups may for the near future outweigh the elements of weakness and prevent any 


Significant decline, Speaking in relative terms, this group should provide for 


a stronger investment demand than the manufacturing and primary industries, but 


probably not as strong as the utility croup. 


5. investment by Institutions. This group, which includes investment 


— ne 


in hospitals, universities, schools and churches, has a large backlog to make up 


and on the whole is likely to be a strong factor over the next two or three years 


6. Investment in Housing. There is little doubt that there is a 


ee ae ee 


sufficient demand for housing to keep this industry going at full speed for the 
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next few years, The main question, however, is: When will the point be reached 
where rising building costs will make a large portion of existing demand 
ineffective because of the growing difference between personal income and costs? 
Also, the industry has in the first three post-war years catered largely to the 
needs of those who could afford high priced housing. Unless ways and means are 
found to tap large segments of income groups hitherto not in a position to ac- 
quire or rent new housing, the duration of the privately financed segment of the 
housing boom is in sight, However, a levelling off of building costs, coupled 
with a continuation of present high income and employment together with increaséd 
Government, financial and other assistance, would tend to prevent any significant 
changes in the aggregate volume of housing investment over the next two or three 
years, 

7. Direct Government Investment - Civilian Tyne. A large backlog of 
Federal, provincial and municipal public projects exists. Many of these projects 
could be undertaken should aggregate investment demand in the non-Government 
sectors decline, In view of the declared intentions of the Federal Government 
to pursue an anti-cyclical investment policy (see Section VI), increased Govern- 
ment investment outlay is likely in case of a decline in business investment. 
However, the expansion of public investment may proceed at a slower rate than 
the contraction of private investment, 

&, Preparedness Program. This program vould in some part contribute 
directly to domestic investment as defined in the study, but possibly an even 
greater part mey never appear as investment activity but be considered as 
supplies to the armed forces and exports, if shipments are destined for nations 
associated with Canada in a security pact. As indicated earlier, acceleration of 
this program is likely in view of the continuing strained international relations 

9. Inventories. The outlook for inventory accumulation in the non- 
agricultural sector for the near future is one of continuation of the present 
cautious attitude on the part of business, In national terms the annual rate of 
inventory accumulation should decline, In the agricultural sector, weather and 
other natural factors and foreign demands remain the two main variables effecting 
changes in the volume of inventories. 

10, Aggregate Investment. Allowing for the various forces tending in 


different directions, aggregate investment in its broadest sense, that is, 
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including expenditures under the preparedness program, is likely to remain at 
high levels over the next two or three years, This appraisal is subject to the 
qualifications referred to earlier, It is not designed to suggest more than 
that there are elements of strength which, barring unforeseen circumstances, 
would tend to keep investment at high levels. A serious decline in Canadian 
exports would be one instance that could depress the level of business invest- 
ment in a comparatively short period of time, The judgment expressed here about 
the likely course of investment in the next two or three years should also be 
seen within the framework of economic development in the country as a whole, 
for investment, perhaps more than any other economic flow, is greatly affected 
by the economic environment and the business outlook, It is like a sensitive 
barometer that reacts rather violently to changes in the weather. 

Any attempt to look beyond 1950 or 1951 is of necessity shrouded in 
much more uncertainty than an appraisal of the short term outlook. Several 
broad observations can be made. 

1. Investment Fluctuations. Fluctuations of the level of investment 
have been observed on the North American continent for as long a period as 
records are available, They are likely to continue in the future. The most 
that can be hoped for is to avoid some of the substantial fluctuations which 
have occurred in the past. The question of stability in the investment field 
is not a question of preventing fluctuations but rather one of reducing the 
degree of changes and mitigating the impact of such changes on levels of employ- 
ment, income and prices, It is almost certain that such attempts will be made 
“ the future both in Canada (see Section VI) and in the United States (see 
Appendix C). 

2. New Investment Demand. The Canadian economy is a growing economy. 
In 1948 the labour force increased by about 100,000 workers and net femily 
formation by about 60,000. To provide new workers with capital equipment com- 
mensurate with Canada's advances as an industrialized nation may require about 
$250 million a year, to find new homes for 50,000 families (assuming that the 
remaining two-fifths would choose voluntary doubling-up) will involve an expendi- 
ture of some 8350 million, and to supply these families with additional community, 


institutional and service facilities perhaps another ©100 million. Population 
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increase alone, as long as it continues at the 1946 rate, would mean an addi- 
tional capital expenditure of 8700 million (in 1948 prices) as long as an 
attempt is made to maintain high living standards in Canada, In this respect 
the outlook differs somewhat from that of the United States, where a relatively 
smaller population increase is expected than in Canada (see Appendix C). In 
addition, investment decisions of industries catering to the needs of population 
acditions would not remain unaffected by the fact that the domestic market is 
continuously expanding, Quite apart from net additions to investment, there 
would also be a substantial program of replacing worn-out and obsolete capital 
equipment , ‘2 


3. Economic Development and Industrial Research. Industrialization 


of the Canadian economy has proceeded at a rapid rate in the last three decades, 
This trend is continuing, The more advanced processing and fabricating capacity 
is introduced in Canada the greater are the capital requirements, Industrial 
research, which has been of increasing importance to Canadian business men, is 
likely to become even more important in the future, The advantages in obtaining 
technical know-how and the results of advenced research both from the United 
States and the United Kingdom for use by Canacian industry, coupled with original 
domestic advances, are promising signs for future economic development in Canada. 
There is also increasing evidence of Government encouragement to peacetime 


industrial development, (2) 


LL SG ES ST ET RE OES ET LS CES NR ER He OE | OE EN ES RE RF RE A TY EET A NA) RS ES RR | EEO REED OTRO ene cme 


(1) In the United States it has been estimated that about two-thirds of eross 
capital formation over a long period of time is employed in maintaining 
capital goods and in offsetting depreciation and depletion and that only 
about one-third is used in making net increases in the stock of capital 
goods (Capital Formation and the Equity Market, by Vinthrop W. Aldrich, 

New York, November 22, 1948, p. 7). 

(2) The Government's attitude towards industrialization of the Canadian economy 
and greater use of domestic resources has been expressed in the folloving 
set of principles (statement on Industrial Development in Caneda, by the 
Right Honourable C.D. Howe, Minister of Trade and Commerce, Public Affairs, 


En ee re ee et mere eee ot 


Dalhousie University, Fall 1946): "(1) Canada is a free enterprise economy 
anc the initiative for industrial expansion rests with private individuals 
anc firms, (2) The Government will, through its policies, endeavour to 
create a climate within which private initiative thrives and industrial 
expansion is encouraged. (3) The Government will take the initiative and 
do whet it can to coordinate the efforts of governmental, business and other 
interested groups in achieving full and effective utilization of industrial 
expansion in the interests of all citizens in the country. (4) If 
industrial expansion and economic development is hampered by the lack of 
initiative the Government will, where the national interest demands, take 


appropriate action," 
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4. International Trade. Efforts to liberalize and stabilize inter- 
national trade - even if progress is slow - are likely to have salutary effects 
on investment decisiens, 

Se Preparedness Program. Investment for security purposes is likely 
to loom larger in the future than it has ever done before in any peacetime 
period. The situation, of course, would change overnight in case of another 
world war, and Canada would be faced with an entirely different situation not 
taken into account here, 

6. Conclusion. Are these factors dealing with lengerun growth and 
development of the economy strong enough that pide fustaene in the volume of 
investment will take place in a basically expansionist period rather than one 
of slow and more hesitant development with wide variations in the volume of in- 
vestment? The Canadian economy today is in a basically stronger position than 
it has ever been. The economy is young and vigorous and opportunities for 
development are plentiful. As far as fluctuations in the volume of investment 
are concerned, little experience is available as to how to stabilize the level 
of investment in Canada or in other countries where its volume is determined 
largely by decisions of individuals. Much experimentation will be required and 
any success achieved in alleviating some of the fluctuations in the volume of 
investment will not be without initial setbacks and disappointments, Perhaps 
the most encouraging sign in sight is the growing recognition and more intimate 
knowledge by all groups in the country, business, labour, consumers and govern- 
ments, as to what would happen to levels of employment and income and the 
standard of living if the North American economies were to continue to tolerate 


investment declines such as have occurred in the past. 
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TABLE II, - SHIPMENTS oF DOMESTICALLY PRODUCED CARBON AND ALLOY STEEL 
SHAPES TO CONSUMING INDUSTRIES, CANADA, 1946-1948, 


(Thousands of Net Tons) 


Type of Industry 1946 
eee oad 

Automotive Industry 84,1 
Agricultural Implements 87.4 
Machinery and Tools 103.4 
Mining and Lumbering Coe 7 
Pressing, Forming and Stamping 88.1 
Railway Rolling Stock 11 Tie 
Shipbuilding 44,2 
Censtruction Industry 19080 
Public Works and Utilities 20.3 
Other Types of Domestic Use 96549 
National Defence Led 
Experts 145.2 

Total 1918.1 


Seurees Monthly issues of Canadian Statistical Review, Dominion Bureau of 


Statistics, Ottawa, 


(1) Estimates based on shipments for first six months of 1948. 


(2) Negligible. 
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TABLE III, - VOCATIONAL AND APPRENTICESHIP TRAINING, IMMIGRATION, EMIGRATION, 
EMPLOYMENT AND UNEMPLOYMENT, CONSTRUCTION WORKERS, CANADA, 1945-1948. 


Item 1945 


Construction Workers 
in Training(1); 


Vocational 248 
Apprenticeship 22090 
Total 1,343 


Immigration of Con- 
struction Workers: 


Skilled 445 

Semi-Skilled and 

Unskilled O 
Total 445 


Emigration of Con- 
struction Workers: 


Skilled(3) (4) 


Labour Force in Con- 
struction Industry: 


Employed(5) 171,000(2) 227,000 252,000 291,000(2) 
Unemp loyed 13,000(2) 13,000 12,000 14,000(2) 
Total 184 ,000(2) 240,000 264,000 305,000(2) 


A ee er ee ee ee a eee ooo 


Seurces Compilation based on data published in Housing in Canada, Ootober, 
1948, Central Mortgage and Housing Corperation, Ottawa. 


(1) As at June 30 of each year. 

(2) Estimated. 

(3) No records are available for emigration of semi-skilled and unskilled 
construction workers. 

(4) Not available. 

(5) These data differ from those shown in Table NIVin that they reflect an 
average for the year against the June figures shown in Table..Iv, It 
bears emphasis that neither set of data is comparable with the data on 
value and volume of construction work carried out (see Summary Tables in 
Section I ) because the latter include force account construction work 
by employees of business esteblishments (e.g. railways) or governments 
(e.g. Federal Department of Public Works) and own account work done by 
the owners of new structures and their immediate families (e.g. a farmer 
and his son building a new farm dwelling). 
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TABLE V . - PRODUCTION, EXPORTS, IMPORTS, AVAILABLE DOMESTIC SUPPLY AND 
DOMESTIC DISAPPEARANCE OF SHLECTED BUILDING MATERIALS, CANADA, 
SELECTED YEARS, 1929 - 1948 


Type of Material 
and 
Year 


Cement 
1929 
1933 
1939 
1945 
1946 
1947 
1948(3) 


Building Brick 
1929 
1933 
1939 
1945 
1946 
1947 
1948(3) 


Rock Wool Batts 
1929 
1933 
A939 
1945 
1946 
1947 
1948(3) 


Gypsum Plaster 
1929 
1933 
1939 
1945 
1946 
1947 
1948(3) 


Asphalt Shingles 
1929 
igaa 
1939 
1945 
1946 
1947 
1948(3) 


Cast Iron Radiaters 
1929 
1933 
1939 
1945 
1946 
1947 
1948(3) 


12,252 
Sail 
5,721 
7,819 

10,675 

12,174 

13,250 


Thousands 
of 
Barrels 


Thousands 
of 
Bricks 


176,829 
208,992 
305,670 
334,363 
343,500 


-(4) 
Thousands| -(4) 
of 
Square 
Feet 


Tons 


169 ,300 


338 
ney, 
494 
1,432 
1,983 
2,086 
2,000 


Thousands 
of 
Squares 


-(4) 

-(4) 

4,983 
7,179 
8,007 
8,995 
8,000 


Thousands 
of 
Square 
Feet 


536,991(5) 
76,241(5) 


Available 


Production |Exports |Imports| Domestic 
Supp1ly(1) Disappearance(2 


12,074 
2,377 
5,581 
7 569 

10,911 

13,335 

14,170 


551,082 
76,699 
176,220 
206,671 
300, 688 
339,107 
346, 800 


142,992 
176,400 


Domestic 


12,028 


206,600 
300,878 


- (4) 
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TABLE V. - PRODUCTION, EXPORTS, IMPORTS, AVAILABLE DOMESTIC SUPPLY AND 
DOMESTIC DISAPPEARANCE OF SELECTED BUILDING MATERIALS, CANADA, 
SELEOTED YEARS, .1929¢ 4719.06 - Continued 


Type of Material Available 
and Unit roduction|Expcerts |Imports |Domestic 
Year Supply(1 


Domestic 
) Disappearance(2 


Common Colourless 
Window Glass 


1929 -(6) Sis00) Sl. 398 
1933 Thousands -(6) 22,930] 22,930 
1939 of -(6) 48,801] 48,801 


1945 Square IS jjoe55G4 |, 39789 


1946 Feet 4 | 43,724] 43,720 
1947 93 | 70,227| 70,234 
1948(3) 82 |100,000] 99,918 


Paints, Varnishes 
and Lacquers 


1929 490 6,219] 32,832 - (4) 
1933 Thousands 383 25480} 16,994 - (4) 
1939 of 1,560 4,662] 28,958 - (4) 
1945 Dollars 3,973 8,660] 53,084 - (4) 
1946 4,407 9,437| 61,760 - (4) 
1947 7,346 | 18,442) 76.962 ~ (4) 
1948(3) 000 | 14,500] 85,500 - (4) 

Wire Nails and Spikes 
19 29 3,011 650] 59,294 - (4) 
1933 293 Bel 37,033 - (4) 
1938 054 337| 58,776 - (4) 
1945 814 71} 69,278 - (4) 
1946 1,270 680} 58,319 - (4) 
1947 32 4,147} 81,557 - (4) 
1948(3) 3,500 | 8,500] 83,000 ~- (4) 

Rigid Insulating 

Board 1929 608 -(4) -(4) - (4) 
1933 24,793 lyleo) 27,972 - (4) 
193¢ 307 | 13,327] 68,090 - (4) 
1945 348 | 16,648] 136,013 - (4) 
1946 177 | 18,684] 144,261 - (4) 
1947 148 | 39,915] 191,858 ~- (4) 
1948(3) 000 | 10,000] 196,70A (4) 


Source: Compilation for the years 1929 to 1946 based on annual production, export 
and import publications, Dominion Bureau ef Statistics. Data for 1947 and 
1948 by courtesy Dominion Bureau of Statistics. The estimate for 1948 is 
based on figures for the first eight months of the year, 


Exports and Imperts were insignificant. 

There is only one Canadian producer of window glass established since 1944, 
Because of the three company rule for presentation of statistical records, 
ne data are available. 


(1) Preduction plus imports minus exports. 

(2) Available domestic supply plus (er minus) net decreases (or increases) in 
steck between beginning and end of year, 

( Estimated. 

( Not available. 

( Shipments. 
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TABLE VI, - PRODUCTION OF SELECTED BUILDING vareprars 2) , 
CANADA, SELECTED YEARS, 1929 - 1948. 


Type of | 7 | | (2) 
age 1929 | 1933 1939 | 1945 | 1946 | 1947] 1948 

areiemaeonen pom rua ~ 
Structural Thousandg 221.5(3} 26.7(3) 86.1(3) led 
Tile of Tons | 

| 

Bulk Rock Millions w\f{Al> = (4) 0168 5k, 
Wool of CuFt, | 
Gypsum Millions - (4) 35.9 | 7S02 134.0 
Wallboard of Sq.Ft. 
Smooth and Millions - (4) 0.9 1.3 24 
Mineral = of 
Surfaced Squares 
Roll 
Roofing 
Cast Iton Thousands 21.4 Ae 16.5 18.5 
Soil Pipe of Tons 
and 
Fittings 
Cast Iron Thousands} 74.2 9.4 B31 459 
Water Pipe of Tons 
and 
Fittings 


Steel Pipe Thousands] 137.1 O03 90,.5 139.3 


and of Tons 

Fittings 

Furnaces - Thousands] 49.3 la7é 39.6 4S_c 
Warm Air of 

and Heating Furnaces 

Boilers 

Electric Thousands| = (4)|27.5 | 23.0 5762 
Water of 

Heaters Heaters 


Hot Water Thousands! =- (4)| - (4)/96.5 || 128.6 | 
Storage of Tans a 
| 
La 


Tanks 
(Range 
Boilers) 
Builders! Millions | 3.8 lek 205 Ae3(5)) + 555(5)) « Ga75)| . 6,08 
Hardware of 
Dollars 


a eee 


Source: Compilation for the years 1929 to 1946 based on annual production publica- 
tions, Dominion Bureau of Statistics. Data for 1°47 and 194% by courtesy 
Dominion Bureau of Statistics. The estimate for 1945 is based on figures 
for the first eight months of the year, 


(1) Items for which no comparable export and import classifications are avail- 
able at present to arrive at domestic sunply. 

(2) Estimated. 

(3) Shipments. 

(4) Not available. 

(5) Factory Sales. 
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TaBL3 VII - SALES DULING T: itNTH AMD se 


O# SSLOC TID BUILDING UATURIALS, CAPADA, 


JULY, 1946 - JULY, 1948. 
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Item July, 1946 
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Cement - Mill, of Barrels of 350 lbs, 


Sales Lek 

otocks Z7 
Building Brick - Mill. of Bricks 

Sales Fa Bg | 

Stocks 16.6 
Flue Linings = Tnous. of Feet 

Sales 64.2 

Stocks Wek 


Cast Iron Soil Pipe and Fittines - 
Thous, of Tons 
Sales a: 
Stocks a) 


Steel Pipe and Fittines - Thous. of Tons 


Sales te? 

Stocks 6,6 
Wire Nails and Spikes - Thous. of Tons 

Sales ooh) 

Stocks 2,0(1) 
Bath Tubs - Thous. of Units 

Sales (APS) 

Stocks Ngee 


Sinks = Thous. of Units 


Sales fie 

Stoccs eo ok 
Gypsum Wallboard - Mill. of Sq. Ft. | 

Seles he we’ 

Stocks ee 
Gypsum Lath - Mill of So . Ft. 

Sales 6.é 

LOCKS Lee 


Gyosum Plaster - Thous, of Tons 
Sales 9.5 
tocks 05 
Rock Jool Batts - Mill. of Sa. , 
Sales, ree, 
Stocks A 


Single Pole Svitches - Mill, of Units 


Sales 64,0 
Stocks fe 
Outle+ Boxes - Thous. of Units 
Seles 21756 
fe 
Stocks 29 
Non-Metallic Sheathed Cable - Mill. of 
feet 
4.6 
Sales Pa a 
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TABLE VII = SALES DURING TRE MOPTH AND ST0CiS AT TiS E> OF TNE MONTH , 
OF SZLECTED BUILDING (AVERIAIS, CANADA, 
JULY, 1945 - JULY, 1945. - Continued 
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oa 


July, 1948 - 


July, 1946 July, 1947 


Domestic Heating Boilers - Thous. of Units 


Sales my Pe) 9 
Stocks ms o) 
Hot Water Storage Tanks - Thous. of Units | 
Seles | 10.7 150 8.8 
Stocks 03 @) *2 
Blectric Hot Water Tank Heaters - Thous. 
q of Units 
Sales rae | 84 Aad 
Potoots Pe ego 75 


Sources Annual and monthly production, sales and stock reports, Dominion Bureau 
of Statistics, Ottawa, 


(1) As at September 1, 


— S 7 _ 
Lf ca 

> , 
as ; 

5 . 

‘s 
ee er ee 


Wo i 
a i i 
f ‘ 
) : yi: / i 
o \ ae , ' . 
> ee ae | 
* } i, 
fj ! 
om - fiw 
fj 
Nain vpn Ea 
) 
‘ 
: 
5 
A 
id 


FO Ren nem etree mene 


As ‘ | 
a} 
os he 


ue Lt -_ i‘ q 
wehhiy -) f 
i! “u ee 
Phin’! » oo 
Y : 

3 ey, 

1 Th) te 

Rig 
4 ya 
1 ri ge 

. t a 
H ‘ a ia 4 
i ree ny 
3 
Lay 

i 

‘ oo: rs 

, 

4 Views oF 
i “ 

: oe 

H 


eum lise ~inabss tame 2 thea td te 


m3 bs it 4 nat i wonsaibast, a rae 
if 7 | saad ao! Kenichi. 


+ 


: - 240 = 


TABLE VIII- BUILDING MATERIALS FOR WHICH FRIORITY ASSISTANCE 
WAS APPROVED BY TH] DETARTHGUT CF RECONSTRUCTION AND SUPPLY 
CANADA, 1947 = OCTOBIR, 1948 


ET RR RR BR eee ee ee ee NO REN RN RR Fe ee me AR Ee ES RENE A TR Re 


Per Cent of Total Applications Approved 


1948 


Type of Building 


Material : Roa ro ge i a ee ee aV TH Ie ot 
First Second First Third October 
Half Half Half Quarter 


Bath Tubs 
Other Sanitary Ware 
Soil Pipe 


Galvanized and Other 
Pipe 66 
py A 


a 


Range Boilers 
BRlectrical Devices 


) 


Blectrical Conduit 


Non-Metallic Ca>ls,etc.)40 26 29 25 16 
Floorinz pit he 36 36 29 
Wallboard and Lath ak Bo 20 35 42 
Cement 19 oe oe SyA 15 
Furnaces ~ 25 oe 25 30 
Nails oy 53 53 56 4) 
Flue Lining & Drainage 

Tile - an 4o 24, PS) 
Doors and Windovs Nea, fis 20 Lo 10 
Bavestnroush and 

Downspout ” - - ANG: eh, 


Source: Data by courtesy of Building Materials Branch, Department of 
Reconstruction and Supply, Ottawa, 
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TABLE IX - DISTRIBUTION OF CANADIAN AND FORSIGN MANUFACTURED MACHINERY AND 
EQUIPMENT GOING INTO INVESTMENT, BY TYPE OF INDUSTRY, CANADA, 1944-1949 


ET TT LS A Se a St eR ee oe ee 


Proportion - Per cent 


Value of New ’ 
Machinery and 
Equipment 


Canadian Foreign 
Manufactured Manufactured 


$ million 


a + er ee 
_——--— Ne A Ne A er eee a ee ee 


a ee + ee ee eo ee 


Vegetable and Animal Products-Food: 


(1) Vegetable Food Products 7h 5 
(2) Animal Food Products 144 
(3) Tobacco 6.7 
Sub-total 95.6 
Vegetable and Animal Products - 
Non-Food: 
(1) Rubber 16.0 
(2) Leather ek 
(3) Furs 0.2 
Sub-total 18.6 
Textiles and Textile Products: 
(1) Primary Textiles 63.0 
(2) Clothing and Other Textiles 24,42 
Sub-total OV iz 
Wood and Paper Products: 
(1) Lumber and Lumber Products 3565 
(2) Pulp and Paper 194.5 
(3) Printing and Publishing 19.2 
Sub-total PIS Fes 
fron) end Its Products: 
(1) Primary Iron and Steel 10.9 
(2) Iron and Steel Fabricated 
Products (excluding Vehicles) 614d 
(3) Vehicles and Parts 16.9 
Sub-total &8.9 
Non-Ferrous Metal Products and 
Electrical Apparatus: 
(1) Non-Ferrous Metal Products 16.5 
(2) Electrical Apparatus eows 
Sub-total 39.8 
Non-Metallic Mineral Products: 
(1) Fuel and Fuel Products £256 
(2) Cement, Lime, Salt, Clay and 
Stone Products 30.9 
(3) Glass and Glass Products 6.8 
Sub-total 80,3 
Chemicals and Allied Products: 
(1) Industrial, Domestic and 
Agricultural Chemicals 25.0 
_ (2) Drugs, Cosmetics, Soaps 9.8 
| (3) Miscellaneous Chemical Products 62.4 37.6 “Ee 
Sub-total Ore 5 ae i. 58.2 
Miscellaneous Manufacturing Products yyy Ata be0 
Total Manufacturing 
Industries 66.4 33.6 723.6 


ee ee 


(e 


Sa RO On Se Oe eee ae 


TRMESIET «ATAILD 


tn 


Van air 


eto Mntly Ls 


ARE 


2 ascact 
pa Sacro 


nae 


— 


rin 
ery 


= t ps 
~* ‘~ 


a e 
On re a me ee pt RR a nr ’ 


Oye : Gsowhenwd scaly bas eaaty tf 


Pee ; 3 oe 
ae 4s eoll dio? Todt bina 
Bye 

. Tt | 
aay edouborl xsdad basi 


bute tt ‘ieee 
wine Figard ey ainki 
Iedosqdig 


. | iv isha eae fae ‘pan orl 
1 | CaotoiasV umiby Tox) edonbox 
ae. frat bas aelotdov 


1 ,. 
e ' i is vo it~ dea 
ie 
Eyetey edohon’ Lego agora os 
Ve Paula targa faol edna 
f20) + stouhoyt be ost sUot Te tno 


Tote i pintatadas Looe tog le | 2) 
Natt fades a 


, =) 

i g bol 

iacoupoy feteni oti inver :. 
od . etoubord pint bas fovG Gj 

pra Yel «elas auth I tdemeny 's 
by esoithorr't kee 


tatod-dge be 


satorhouwt hort La et 4 

hin Al deanod ta 
etsolandy Large 

pau NG ff < got TOMAQY. if 

aitowhest “Leotenid 2 eu 
LBSOTS 


“~ 
- 
OT PR ORS PEA Se ota pet Rime 


Vaehe jedan att ane 008 Lee Bee 
—* oa 


i ‘Wier 
pith oe Doel 
ae Leste 


- 242 = 


TABLE IX, - DISTRIBUTION OF CANADIAN AND FOREIGN MANUFACTURED MACHINERY AND 
EQUIPMENT GOING INTO INVESTMENT, BY TYPE OF INDUSTRY, CANADA, 1944-1949.-( Continued 


ee 


___ >:  aAnR  t cer LE LS LS SS 


Canadian Foreign 
Manufactured Manufactured 


Value of New 
Machinery and 


Type of Industry Machinery and| Machinery and Equipment 
Cohen alt ve Equipment (1) | Equipment(2) | _$ million 


Primary Industries 


Mining f2%0 28.0 tet 
Woods Operations ele Le 6 Dies 
Total 58.6 Hd, aha 
Special Industries 
Shipbuilding 53.6 16.4 0.9 
Commercial Shipping 86 3 13.7 2.6 
Construction Industry 354 66 .6 8.8 
source: Data from Encouragement to Industrial Expansion in Canada, Operation of 
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(1) Including foreign materials and parts used in the manufacture of Canadian 
produced machinery and equipment, 

(2) Including cost of installation and duties paid in Canada and mark-ups of 
Canadian distributors, 
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TABLE XII, = SHIPMENTS OF SELECTED IRON AND STEEL PRODUCTS BY RAIL, 


CANADA, SELECTED YEARS, 1929-1948. 


(Thousands of Tons) 


OF ee Ee ee 


Type of Product 


a a ee 


194g (1) 


AO ne 


Iron and Steel 


Products (2) 1,586.4 


Agricultural In-= 
plements and 
Vehicles other 
than motors 


Automobiles and 
Trucks 


ed RE Oe. 


Total 


Sources Compilation based on Annual and Monthly issues of Steam Railways of 
Canada, Dominion Bureau of Statistics. 
(1) Estimate based on shipments in the first seven months of 1948. 
(2) Includes Bar Sheet Structural Pipe. 
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TABLE XIII. - NUMBER OF UNFILLED VACANCIES AND UNPLACED APPLICANTS 
IN THE IRON AND STEEL AND RELATED INDUSTRIES, BY TRADE, 
CANADA, JULY 1946 - JULY 1948. 


(ees ewer ett «2 res we ae 6 ee ete tenn ees. a ee a ee fe rene ee NE NR aR eh Ne EL TT eT LT 


July, 1946 July, 1947 July, 1948 
Trade Unplaced Unplace Unplaced 
Unfilled Applie- | Unfilled Appli=| Unfilled; Apvli- 
—-—-—__-_--_--___ ......__ Vacancies | cants | Vacancies} cants Vacancies | _cants_ 
Blacksmiths, Forgemen, 7 
Heat and Mechanical | 
Treaters 153 508 Hees 328 96 312 
Machinists, Tool Maker 
and Diesetters 283 | args sth 207 977 234 S20 
Sheet Metal Workers 197 487 304 162 3016 «| 202 
Welders and Frame= 
cutters 150 L562 443 500 165 561 
Pattcrnmekers and Other 
Machine Shop Workers 142 979 438 691 Pic we 568 
Foundry Workers = 
Moulders and Core 
Workers 314 385 293 210 124 193 
Total Other Metal 
Working Occupations 923 3,092 LW AA 754 327 921 
Unskilled Labourers N.A. Nett sO 832 555 752 
All Trades 25162 16,576 4,460 4454 25933 45329 


Source: Data by courtesy Research and Statisties Branch, Department of Labour, 
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TABLE XIV- ESTIMATED NUMBER OF PERSONS EMPLOYED, 
MAN-WORKING DAYS LOST THROUGH STRIKES, 
AND MAN-WORKING DAYS LOST THROUGH STRIKES 
PER THOUSAND PERSONS EMPLOYED, 
CONSTRUCTION INDUSTRY AND NON-AGRICULTURAL INDUSTRIES, 
CANADA, SELECTED YEARS, 1929-1948, 


LOL LECT ES CTY CEES 8 OE NE EE ES A SON Se ae ae eS a 


Construction Industry Non-Agricultural Industries 


As at Number Man-Working Man-Working Numb er Man -Wor king Man-Workin 
Beginning of Days Lost Days Lost of Days Lost Days Lost 
of Persons Thr ough Per Thousand } Persons Through Per Thausa 
June Employed {Strikes Persons Employed {Strikes Persons 
(thousands) Employed (thousands) Employed 
1929 96,354 209 2562 154,810 oY 
1933 3,186 28 ag kao 316,047 149 
aoe 1,414 7 23006 224,588 88 
1945 2,848 16 3,218 1,457,420 493 
1946 6,995 29 35428 4,916,393 1,318 
1947 44 ,362 by de 3,65 £5397,34Q9 655 
1948 44,003 149 3,762 toalenoo 194 


5 ee eee cme eS me mee EPO AE AC See eco me 


Seurces Data on man warking days lost through strikes, 1929-1947, abtained from 
Strikes and Lockouts in Ganada During 1947, Supplement to The Labour 
Gazette, April 1948, Department of Labour, Estimates for 1948 based 
on time lesses for the first half of 1948 and additional information 
as to prospects for time losses during the remainder of the year. 

Data on time lesses during the first half of 1948 obtained from monthly 
issues of The Labour Gazette, Department of Labour. Data on employment 
in the construction industry and all non-agricultural industries for 
the years 1946-1948 obtained from issues of The Labour Force Bulletin, 
periodic issues, Dominion Bureau of Statistics. Figures for the years 
1929-1945 are estimates based on Census data and monthly and annual 
issues of The Hmployment Situation, Dominion Bureau of Statistics. 
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TABLE XV - DISTRIBUTION OF MATERIAL, LABOUR, AND OVERHEAD AND PROFITS FOR 
CONSTRUCTION PROJECTS, BY TYPES OF INDUSTRY, CANADA, 1944-1949 


eaten 
. 


Value of New 


Proportion - Per cent 


——~~|_ Gonstruction 
Type of Industry Overhead Costs 
Materials | Labour and $ million 
Profits 


Manufacturing Industries - 
Vegetable and Animal Products - Food: 


(1) Vegetable Food Products 68.0 
(2) Animal Food Products to. 
(3) Tobacco sai 
Sub-total 88.1 
Vegetable and Animal Products - 
Non-Food: 
(1) Rubber CaN 
(2) Leather By 
(3) Furs 05 
Sub-total 9.4 
Textiles and Textile Products: 
(1) Primary Textiles 20.0 
(2) Olothing and Other Textiles 7.4 
Sub-total 27 4 
Wood and Paper Products: 
(1) Lumber and Lumber Products 22.6 
(2) Pulp and Paper 65.4 
(3) Printing and Publishing 10.0 
Sub-total 98.0 
Iron and Its Products: 
(1) Primary Iron and Steel Ce 
(2) Iron and Steel Fabricated 
Products (excluding Vehicles) 30.6 
(3) Vehicles and Parts 12,0 
Sub-tetal 459 
Non-Ferrous Metal Products and 
Electrical Apparatus: 
(1) Non-Ferrous Metal Produots S00 
(2) Electrical Apparatus nH 
Sub-total 24,6 
Non-Metallic Mineral Products: 
| (1) Fuel and Fuel Products 9.2 
| (2) Cement, Lime, Salt, Clay and 
Stone Products 18.4 
(3) Glass and Glass Products 4,2 
| Sub-total 31.7 
. 
Chemicals and Allied Products: 
(1) Industrial, Domestic and 
Agricultural Chemicals 270 
(2) Drugs, Cosmetics, Soaps §.2 
(3) Miscellaneous Chemical Products 11.9 
Sub-tetal 48.2 
Miscellaneous Manufacturing Products 6.4 


Tgtal Manufacturing 
| Industries 
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TABLE XV, ~ DISTRIBUTION OF MATERIAL, LABOUR, AND OVERHEAD AND PROFITS FOR 


CONSTRUCTION PROJECTS, BY TYPES OF INDUSTRY, CAUADA, 1944-1949. ~ Continued 


=e Sess 


Proportion ~ Per cent Value of New 


Type of Industry iiig’y) Oeorhedl Construction 
Materials | Lab d ee 
ateria aoour ‘Profits & nillion 
Prima ary Industri. s 
ining 50, 2 | 6,9 Les 
Woods Operations Lhe 7 10.8 6.5 
Total Phy 6 9.2 L3 
Special Industries 
Snipbuilding 38:5 94 Red Leo 
Construction Industry bhigl 40.0 Ded eg 
Housebuilding boo) eas 10,0 ee Pes 
ELT EER SDS Se ee Pett AR ee 
Source: Compilation based on Encouragement to Industrial Expansion in Canada, 


Operation of Special Depr reciation Provisions, Noveriber mu “LOLA 


March 31, 1949, Department of Reconstruction and Supply, Ottawa, 1948, 
PP. S7-S9 and Manpower and Material Requirements for a Housing Program 
in Canada, Department of Reconstruction and Supply, ¢ Ottawa, 191,60 5° Ds eon 
The data reflect for the non=housing sector investment intentions as 
stated in applications for special depreciation under the Income War 
Tax Act, The housing data are based on the results of a sample survey 
used to arrive at estimates of the construction costs of a housing 
program of 50,000 units of desirable standards, The profit and overe- 
head ratios for housing exclude an allowance for speculative profits 
and extra profits made as a result of excessive demand prevailing in 
the immediate post-war period, The ratios of overhead and profits 

for industrial projects were based on construction intentions. 
Frequently the ratio of actual overhead and profits to contract 

price turned out to be greater, Account of these factors is taken on 
1D. 1100, 
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TABLE XVII- INDICES O HOURLY AGE RATES IN THE BUILDING TRADES, 

BY TYPE OF TRADE, CANADA, AND RELATED INDICES, UNITED STATES AND 
UNITED KINGDOM, SELECTED YEARS, 1929 - JULY, 1948 


—— 


. Country and Type 
of Trade 


Canada - Wage Rates (2) 


1946 1947 


— 


Bricklayers and Masons A040 $5235 159.7 
Carpenters 146.5 159.5 Wek 
Painters 5.8 is Lila 
Plasterers 136.6 153.3 166.6 
Plumbers hala 150,7 164.3 
Electricians 175.0) 15355 171.8 


Sheet Metal Workers 12036 ty AeA 
Unskilled Construction 
Workers 


159.8 Lee 


All Construction Werkers 143.9 15540 


United States 


All Construction Workers 


Wage Babes \+) Be , 147.9 (4) 


Hourly Earnings 2.00 p05) hh 9.8 enlace neler aa 


United Kingdem 
All Construction Workers 


Hourly Harnings ~(4) | -(4) 100,06) 150, 07) |170,0(8) 175,0(8) ~(4) 


ee eens, a Oar re ee ee er nn eee eee Snel ere oS Re ee eee em re ee ee Aer Ne 7 em me ee ey 


Source: Canada: Data for all construction workers, 1929-1946, from Wages and Hours 


eR A 1) 


AD ON Oe CRS NS MOE ITT OY Ok SN a ae 


Branch, Department of Labour, Ottawa. Individual indices, 1929 and 1933, 
based on wage rate deta published in issues of Wages and Hours of Labour 
in Canada, Department of Labour. Figures for 1947 and 1948 estimated on 
the basis of wage rates supplied by courtesy qf the Industrial Relations 
Branch, Department of Labour, Ottawa, United States: Wage rate data, 1929- 
1939 from Union Wages, Hours and Working Conditions in the Building Trades, 
| Department of Labor, Bureau of Labor Statistics, “ashington, June, 1939, 
Wage rate data, 1945-1947 from Monthly Labor Review, January, 1948, Depart- 
ment of Labor, Bureau of Labor Statistics, Vashington, Earnings indexes 
eompiled from monthly issues of Construction, Department of Labor, Bureau 


| of Labor Statistics, Vashington (as shown in Housing Progress Abroad, 


Central Mortgage and Housing Corporatipgn, Ottawa, September, 1948), The 
problem of comparability of these different national series is great as 
| indicated in the footnotes that follow. 
. (1) Preliminary, The figures for Canada relate to the end of June and therefore 
| approximate the position as of July 1, 1948. 
| (2) This item covers prevailing wage rates which would frequently be higher than 
| Minimum wage rates, 
_ (3) This item covers union minimum hourly rates which would be lower than prevailin; 
union rates, 
(4) Not available, 
2} 1940. (7) July. 
6) October, 1938, (8) Qcteber, 
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TABLE XVIII- INDICES CF WHOLESALE PRICES OF SELECTED BUILDING aND CONSTRUCTION 
MATERIALS, CANADA, UNITED STATES, AND UNITED KINGDOM, SELECTED YEARS, 


1929 - JULY, 1948 


ee 


es a oe a —— 


Country and Item 1929 1933. | 1939 1945 1946 
Canada 
Cement 103.6 109.2 100.0] 109.1 108.7 
Bricks Lis v2) 10720 100.0}. 116.0 116.0 
Structural Steel 97.9 OAs TOO. OL Leaar, Lee eae 
Paint Materials Late 97.3 100.07 125.0) Ole 
Residential Building 
Materials (1) 109.7 87.6 | 100.04 243958 |. 147.38 
All Building and 
Construction Materials| 110.4 B7 43 BL 100,. Oe iy2.0n). eos 
United States 
Cement 97.5 9645 1 LOO.0 ieee TiAs6 
Bricks 103.8 Soy 15 2OG.0 ee 133.9 
Structural Steel 91.4 Liad |) TOG sO eee oD 12034 
Paint Materials 1126 86.5 ip boo Olle Oe ay, 2 
All Building and | 
Construction Materials| 105.4 | 5-1. LOU .O4R 130i L642 
United Kingdom | 
All Building and 
68531, 100,07 25018) ) 16559 


Construction aterials| nd 


Source: 


(1) 
(2) 
(3) 


—e———————EEE————————EE 


Canada. 

Bureau of Statistics, Ottawa, Index for residential building materials 
by courtesy the Prices Branch, Dominion Bureau of Statistics - United 
States: Monthly issues of Construction and Construction Materials, 
Department of Commerce, Washington; United Kingdom: Data for 1939-1948 
from Monthly Digest of 3tatistics, Central Statistical Office, London, 
February, 1947, and September, 1945. Data for 1929 and 1933 from 
Statistical .dstract of the United Kingdom, Board of Trade, 1924-1937, 
and Foard o- Trade Journal, January 24, 1935. 


Preliminary. 
Not available. 
Adjusted to assure co.iparability with later data. 
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TABLE XIX .- INDICES CF HOURLY YAGE RATES FOR SELECTED GRCUPS CF INDUSTRIES 
OF WHOLESALE FRICZS CF SELECTED COMMODITIES AND OF CCST CF LIVING, 
CANADA, SELECTED YHARS, 1929 - JULY, 1948. 


July 
It oa 
em L939 ALS 1) 1946 1, 2947 1948(1) 
Wage Rates in Industry 
Logging . LOOS Of Layo Pops) ceoek | 215 
anufacturing LOO 2140.5) lol Gheioe..3°) 12210 
Mining LOGO We. S neo eG foley | 163 
Construction E0Q SO 4 LoL kel aes oe 5540 3 271 
Transportation and Communi- 100.0 | 128.8] 143.5] 149.3 | 169 
Q cation 
General Average LOOsO | 141.6) 155.21) 17347 1 194 


Wholesale Prices of Commodities 


Yood and Its Products and 
Paper 
Animals and Their Products 
Building Materials 
Fibres, Textiles and Their 
Products 
Iron and Its Products 
All Commodities 


LOO. Oe) ates te ilo. 
T0080 | daavot L325 
OG, Os) TH 9 a0 


EDO. 0 (51a Dh soe 


100.0 | 118.9} 128.0 
106.0. | 37 s4e) dane 2 


oe 


Food b33T9 GAZ! (OO SOV S2 an so. CHL SSS 6,9 Pane 
All Consumers! Goods -(2) |-(2) |100,0 |125.0! 130.8] 147.3 | 178.6 
Total Index USES 3 SLO oe | 117.7 Beis A385 A 254.6 

lon ee set TT el RL TY ae hie] ee Se ee, | Vp g 


Source: Data on wage rates, 1939-1947, obtained from the Latour Gazette, 
September, 1948, Department of Labour. Data for logging, manufacturing, 
construction, and the general average from “ages and Hours of Labour in 
Canada, 1946, Department of Labour, for the years 1929 and 1933. Data 
for transportation and communication, and mining, 1929 and 1933, obtaine: 
by courtesy of the Research and Statistics Branch, Department of Labour. 
All wage data for 1943 were estimated. The index for construction labow 
was estimated on the basis of wage data provided by courtesy of the 
Industrial Relations Branch, Department of Labour. The indices for 


in the July, 1945 issue of Statistics of Hours Yor*ed and Average Hourly 
ERarnings, Dominion Bureau of Statistics. The indices for logging, 
transportation and communicationg, and the general averaje, were based o} 
average weekly earnings shown for July 1, 1947 and July 1, 1948, in the 
July, 1945 issue of The Employment Situation. Data on prices and cost of 


living obtained from annual and monthly issues of Prices and Price Indexe 
Dominion Bureau of Statistics, Cttawa. 


(1) Eetimated. 
(2) Not available. 
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{ TABLE XX .- INDICES OF WAG RATES IN IRCN AND STEEL INDUSTRIZS, BY TRADE, CANADA, 

AVERAGE HOURLY BARNINGS CF FRCDUCTICN "CRXERS IN TH’ IRON AND STEEL INDUSTRIES, 
UNITED STATES, SELECTED YEARS, 1929-1943. 


ne ee ee ee ae 


Country and Type 


Aeneas 1933 193927) L9Ae 
Canada 
Blacksmiths 91.4 100.04!) 246.6 
Machinists $7.9 100.0 Tie p 
Moulders 91.2 100,01) 245.6 


Patternmakers OGe7 100.0 


Sheet Metal Workers} 110.7 95.2 100.0 
Welders -(1) -(1) | 100.0 
Labourers BS eee Olan 100.0 
All Yorkers AOS Ae : 90.02) 100.0 


United States 


148.8 PGhear yy celal tL eee 


Source: Canada - “lage rate indices by trades are by courtesy of the Research 
and Statistics Branch, Department cf Labour. Composite index for all 
workers for 1939-1247 is from the Labour Gazette, September 1945, 
Department of Labour. Ccmposite index for 1948 is estimated on the 
basis of hourly earnings for July 1, 1947 and July 1, 1942, shown in 
the July 194¢ issue of Statistics of Average Hours Morsed and Average 
Hourly Earnings, Dominion Bureau of Statistics, adiusted for upward 
bias. Composite indices for 1929 and 1933 represent the medians of 
the trade indices for those years. United States - Survey of Current 
Business, United States Department of Commerce, Bureau of Foreign and 
Domestic Commerce, January and October, 1945, p. S.13; 1942 Supplement 


p. 55 and 1947 Supplement p. 66. 


All Wor'ers HB, 66.3 100.0 


a 
-— me nc ee i en be 


(1) Not available. 
(2) Preliminary estimate. 
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TABLE XXI - PRICE INDICES OF FOREIGN AND DOMESTICALLY PRODUCED MACHINERY AND 
EQUIPMENT USED IN DOMESTIC INVESTMENT IN DURABLE PHYSICAL ASSETS, 
CANADA, SELECTED YEARS, 1929 - July, 1948. 


RE aie ere ee pects co one je) ee per eet aah ay fae RT ee Cage ener Rais Ford cre an ea 
J 
Country and Item 1929 | 1933] 1939; 1945 | 1946 | 1947 | 19k 
es eee eee erga seats eee A PCE ee PTD, | A RGM Bd Ra fe Ke ied 2 a en ce 


United States 


“holesale Price Index of Metals 
and Metal Products 106.5} 84.5} 100.0 153.6) 171.8 
Price Index for Machinery and 
Equipment Produced in United 
States 106,31 26,5) 200.0 
Above Index adjusted for Changes 
| 


in Canadian Import Costs(1) 101,01 99.41 10020 


164.4) 182.2 
176.2) 161.9 
United Kingdom 


Export Prices of Metal Goods 
Index ~(2) +br-(2)) 1-260. 0 206.8) 222.9 
Canada 
wholesale Price Index of Iron 
and Non-Ferrous Metals and 


their Products L098) (87 S100 ;O Ii Gri ieee is toler eae a 
Price Index of Ilachinery and 
Equipment Produced in Canada 105.2 | (86,5) DOO) Dee he 6) 161s roe. o 
General Price Index of Machinery 
and Equipment Used in 
Domestic Investment te ht dn ak 100.0| 133.4 | Ge UH og el 179,8 
Source: United States - “holesale price index of metals and metal products from 
| various issues of Monthly Labor Review, U.S. Department of Labor, 


Vashington, Price index for machinery and equipment from Survey _of 
Current Business, ifay 1943, p. 19, U.S, Department of Commerce for the 
years 1929 to 1942; other years estimated from index for metals and metal 
procucts and index of averare hourly earnings of vroduction workers in 
the iron and steel industries, Monthly Labor Review. Import costs 
estimated on basis of information supplied by courtesy of the Department 
of Finance, Department of National Revenue and Bank of Canada, 

United Kingdom - Export prices of metal goods index from UK, Monthly 


Statistics,Ottawa, Price index of machinery and equipment produced in 
Canada derived from above in conjunction with index of wage rates of all 
workers in iron and steel industries, issues of the Labour Gazette, 
Department of Labour, Ottawa, General price index calculated from the 
United States and Canadian produced machinery and equinment, 


Import costs include an allowance for exchance differentials between the 
Canadian and U.S. Dollar, customs duty, sales tax, excise tax and war exchange 
tax, 

Not available, 
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TABLE XXII- INDICES OF "HOLZSSALK PRICES CF SELECTED BASIC MATERIALS, 


Country and Item 


en se a 


Canada | 


CANADA AND UNITED STATES, SELECTED YEARS, 1929 - JULY, 1948. 


er renee oe 4p ces nema ee 


| 
1929 | 


| Biot 


Lumber T3634) AOG.0 
Pig Iron (2) 112.6 93.2 | 100.0 
Steel billets 93.0 | 87.9 100.0 
Copper ingots 15.45 507 100.0 
Lead ingots i hee iy = 2745 100.0 
Zine ingots 1638.8 ay, 100.0 
Coal 100.9 920k 100.0 
Coke 86.5 82.6 100.0 
Asbestos 141.8 95.9 100.0 
United States 
Lumber 100.6 Ve 100).0 166.4 LOLS L Ad laly Bie Pee) 
Steel billets 101.924 76.52? 100.0‘ 103.5 | 124.6 | 127.5 | 132.5 
Coal (3) 96.5 38.92? 100.0 | 126.7 | 136.9 | 160.9 | 195.0 
Coke 30.1 71.9'*) 100.0°| 125.5 | 133.0 | 157.8 | 201.0 
ae 21 CA, ESS) UM RP ON REMI WO BORURA  Accey cic NS 
Source: Canada: Indices for lumber, coal, coke and asbestos obtained from Prices 


Rureau of Statistics, Ottawa. Remaining 
Branch, Dominion Bureau of Statistics. The 
pig iron index represents a weighted average of malleable and ‘foundry 
pig iron prices. United States: Data obtained from monthly issues of 
Average Wholesale Prices and Index Numbers of Individual Commodities, 
Department of Labor, Bureau of Labor Statistics, Washington, and of 
Statistical Abstract of the United States, U.S. Department of Commerce 


and Price Indexes, Dominion 
data by courtesy the Frices 


(1) Weighted average of malleable and foundry pig iron. 

(2) Index compiled on basis of price quotations. 

(3) Weighted average of anthracite and bituminous comparable to weighting in 
Ganadian index. 
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TABLE XXVI_ - CAPITAL EXFENDITUR.US AND ANTICIPATLD EMPLOYMENT OF 764 


NEW MANUFACTURING PLANTS, BY TYFE OF INDUSTRY, CANADA, 


1944 - 1949 
Anticipated Smployment 
One Year After Completion 
Capital 2 ao 
Type of Industry Expenditures(1) Number per 


Total $ Million 
Number Capital 
~ million Expenditures 


SE LT SL A LT TS A Se ee eR SY ae 


1. Vegetable and Animal Products - 


Food 
Vegetable Food Froducts 1A 
Animal Food Products Led 
Tobacco Cho Le eee 
Sub-total Pas pe, 
2. Vegetable and Aninal Products - 
Non-Food 
Rubber Pat 
Leather [RAY ice eae 
Sub-total 126 


3. Textiles & Textile Froducts 


Primary Textiles Pate 
Clothing and Other Textiles pS eo AOE ts Pete 
Sub-total 26.8 
4. Wood & Paper Products 
Lumber & Lumber Products A oS 
Pulp & Paper S0.4 
Printing & Publishing pau Baas ees oe 
Sub-total O37 
5. Iron & Its Products 
Primary Iron & Steel Leg 
Iron & Steel Fabricated 
Products (Exel. Vehicles) 15.9 
Vehicles & Pants RE ath ee 
Sub-total 249 
6. Non-Ferrous: Metal Products and 
Electrieal Apparatus 
Non-Ferrous Metals as 
Blectrical Apparatus Mitel gt S10 gaan Nes Cee 
Sub-total 11.6 
7. Non-Metallic Mineral Products 
Fuel & Fuel Products ven 
Cement, Lime, Salt, Clay and 
Stone Produsts Pls Pe 
Glass & Glass Products ee 


Sub-total 34.9 
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TABLE XXVI. - CAPITAL EXPENDITURES AND ANTICIPATED EMPLOYMENT OF 764 


NEY MANUFACTURING PLANTS, BY TYPE OF INDUSTRY, CANADA, 


ee ee me 


Anticipated Employment 
One Year After Completion 


Capital Lae 
Type of Industry Expenditures (1) Number per 
Total $ Million 
Number Capital 
aE * million Expenditures 
8, Chemicals & Allied Products 
Industrial, Domestic and 
Agricultural Chemicals ZOG3 CP sels TRG, 
Drugs, Cosmeties, Soaps bai 7h, 576 
Miscellaneous Chemical Products 16,5 1,499 61 
Sub-total 38.9 3,806 98 
9, Miscellaneous Manufacturing 
Products 295 15351 388 
Total Manufacturing Industries 261.3 69,414 266 


Source: Special compilation by Economic Research Branch, Department of Reconstruc- 
tion and Supply based on submissions af applications for special deprecia- 
tion of projects approved for execution between November 10, 1944 and 
March 31, 1949. 


(1) Including some small expenditures for the purchase of existing real 
estate and used machinery and equipment. 
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APPENDIX B 
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Steel has become one of the world's scarcest cemmodities, The new 
importance of steel in the world economy is the result of unpreeedented demands 
for industrial plant, equipment and consumer goods, Already in short supply on 
the North American continent, the heavy commitments for European aid together 
with rapidly srowing military requirements have now made the steel shortage even 
more acute, Canada, heavily dependent as she is on United States supplies, has 
been compelled te reduce imports sharply. Thus, the question of the expansion 
of Canada's steel capacity has become one of prime importance, 

Canada today is one of the leading industrial nations of the world. 
Compared with prewar, industry has about daubled the volume of its production and 
is working at practical capacity, This year, gross national production is expecte 
to exceed $15 billion, Pressed by the urgent needs of war, industries were ex= 
panded and new ones were created. After the war these gains were consolidated and 
fer the most part have been integrated into the Canadian economy, On the other 
hand in Europe and Japan industry was destroyed and diserganized. Thus, Canada's 
importance as a modern industrial power has been established, 

Now, a further period of intensive industrialization in Canada is in pro- 
cess, Each year investment in plant and equipment has exceeded its previous peak 
and surpasses by far the levels attained during the war. In 1948, total private 
and public investment is expected to reach the spectacular level of $3 billion, 
about 10 per cent greater in volume than last year, Forced into industrial matu- 
rity in less than a decade, the tempe af Canada's industrial development has in- 
creased, 

New industrial goals have been imposed on the Canadian economy because af 
she exchange problem and continued inflation, Production must be expanded te in- 
srease total domestic supply. Imports are being reduced to save United States 
dollars and exports increased to add to qur dollar earnings, Much of the increase 
in preduction and accompanying expansion facilities will have to occur in steel 
using industries, Moreover, military requirements from Canadian production may 
also be expected to increase, 

_ ie flthougn steel capacity has been increased by about 60 per cent since 


prewar and production has almost doubled, Canadian steel requirements are far from 


ee ee ee se EAT CT oe _ 


(1) This note is based on an article, Steel - The Key to Industrial Expansion, 
by M, Hollinger, Public Affairs, Dalhousie University, Halifax, Fall, 1948. 
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being filled and remain heavily dependent on imports. Thus, the structure of 
the steel industry, an examination of its cavacity in relation to Canadian requi- 
rements and the extent and duration of the world steel shortage are of speoial 
interest at vresent,. 

The Canadian Iron and Steel Industry 

The Canadian industry may perhaps best be described by tracing first the 
flow of materials through the steel making process. To begin with, iron ore, 
coke and limestone (a flux) are reduced to iron in blast furnaces. The iron, 
apart from abeut 20 per cent ef which is sold principally to foundries as pig iron 
is then made into carbon steel. This is done in open-hearth furnaces into whiah 
are charged the molten iron, scrap (now about 55 per cent of the total) and some- 
times ferro-alloys, Electric furnaces, mainly used for making special quality 
carbon steels, acceunt for abevt 15 per cent of total steel output. Alloy steel 
preduction which accounts for about 5 per cent of the tetal is made in both types 
cf furnace. Nearly all the steel ingot is used in the steel mills; enly small 
amounts are made directly into castings. The primary industry ends with the 
relling and drawing mills in which steel is reduced to standard shapes and forms, 
depending en the needs of secondary manufacturing industries, e.g. structurals for 
construction and plates for ships. 

The structure of the industry is largely determined by the degree of 
integration from raw materials to rolling mills. In all there are about 15 basic 
iron and steel preducers in Canada, The 'big three', the Steel Company of Canada, 
Deminion Steel and Coal Corporation and Algoma Steel Corporation, which acceunt 
for over 80 per cent of steel ingot output, combine all processing stages from 
coke and iron to finished rolling mill products. Vertical integration is a 
characteristic ef all North American steel production, The next largest company, 


Dominion Foundries and Steel Company, makes its steel for relling from scrap, and 


iron when available; it has no blast furnace. Anether five, but much smaller 


companies, de the same. Canadian Furnace at Port Colborne produces pig iron enly. 
Three other companies produce rolling er drawing mill products; they have neither 
blast nor steel furnaces. 

Ganadian iron ore and coal resources are abundant but the major deposits 
lie far to east and west ef the industrialized areas of central Canada, On the 
other hand American iron and coal resources are centrally located and with easy 


access to the Lakes have been more ecenomic te use. Thus, of about 4,2 million 
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tons of iron ore used by the Canadian industry in 1947, 3.1 million tons were 
from the United States (Minnesota and Michigan), 800,000 tons were from the Waban: 
fields in Newfoundland and about 300,000 tons were praduced in Canada, Another 
1,7 million tons of Canadian produotion were exported to the United States, A 
large part of this was mined at Steep Rock where the ore is of a relatively high 
grade and advantageous ts export for economic and technological reasons, About 
70 per cent of the bituminous coal used by the industry is imported from the Unit 
States, mainly Virginia and Pennsylvania, 

Canada's iron ore and coal resources are now to be developed more fully, 
The most important program for iron is being carried out in the lower Quebea-= 
Labrador area, where there are extensive ore bodies, These deposits which give 
added importance to the development of the St, Lawrence waterways, may preve ta 
be of world importance as an abundant source of high grade ore, Nevertheless, 
Canada cannot expect to reduce her dependence on raw materials from the United 
States for many years. This also applies to her hydro power potential which, ts 
some extent, offers an alternative to the use of coal in the production of steel, 

In general, the conflux of the Canadian iron and steel industry is aroun 
the Great Lakes, which provide cheap water transportation for bulky raw materials 
from the United States and relatively easy access to industrial markets in Ontari 
and Quebec, Stelco and Dofasco in Hamilton are in the heart of the most 
industrialized regions in Canada - south-eastern énaeeam In addition to close- 
ness te markets, they have the advantages of a large local supply of scrap and a 
diverse demand for steel products which can be produced and shipped to nearby mar 
kets, These companies are able to compete best with United States produasers in 
the Canadian market, 

Algoma at Sault Ste, Marie and Dosco in Sydney, N.S., however, pose 
serious problems of location, especially since they aocount for about 75 per cent 
of total employment in their respective areas, Algoma, originally situated to 
take advantaze of the large rail market provided by the Canadian railway boom in 
gentral and in eastern Canada, was in difficulty when this demand dropped. Dosx 
was established with an eye to export markets and an abundant local supply of rai 
materials, But the markets did not fully materialize and the raw materials in- 
volve many mining and metallurgical problems, Both companies have therefore bee 
at some disadvantage in relatien to central Canadian markets, In an attempt - 


which has brought a sertain measure of success = to overeome this handicap Dosco 
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asquired a number of secondary manufacturing subsidiaries - shipbuilding, lumber- 
yards, bridge-building and railway rolling stock, ete, 

In 1939 there were 19 blast furnaces in Canada with an anmal rated 
capacity of about 1,5 million gross tons of iron, At present there are 14 fur- 
naces with an annual rated capacity of about 2,5 million gross tons, Steel 
furnace capacity has been he from a rated capacity of over 2 million net 
tons of ingots prewar to about 3,2 million tons, Rolling mill capacity was alse 
increased and is now about 2.7 million net tons, This figure does not allow for 
the gold sheet and strip rolling mill recently completed in Hamilton, Effective 
eapacity of the furnaces and rolling mills is somewhat less, 

WYartime expansion of steel facilities was such that the relationship 
between capacities at various stages in the steel making process was improved, 
However, some important problems appear to remain, Far example, since there is 
a material loss of about 27 per cent in converting steel ingots into rolling mill 
products, the figures given above suggest that steel ingot capacity is about 
400,CO0Q tons too small in relation to rolling mill capacity. The result has been 
that the rolling mills are not fully used despite substantial imports of United 
States shapes for rolling in Canada, In fact, the new cold sheet and strip mill 
gan use a substantial tonnage of steel which at present is not available, 
Further, difficulties also arise because the steel ingot capacity of individual 
producers is not in proportion to their rolling mill capacity, Thus, it has been 
necessary for the Federal Government to arrange and aid inter-eompany shipments 
of steel for rolling, Effective blast furnace capacity alsq may be considered 
insufficient in relation to steel furnaese capacity, 

The Steel Shortage | 

In 1947 Canadian industry censumed about 3,1 million net tons of steel 
rolling mill preducts, compared with about 1.9 million tons in 1937, Of this, 
Canadian steel mills shipped about 2,4 million net tons, but this includes forms 
milled from imported shapes. Production from Canadian Steel probably amounted 
hag apeus 2.2 million net tons, The remainder, 900,006 tons, was imported and 
represented about 30 per cent of Canadian sonsumptign, This was nearly 10 per 
gent lewer than in 1937, 

Whereas before the war Canada imported substantial amounts from the 
United Kingdom, last year nearly all imports were from the United States, 


Oanadian imports of United States steel last year were slightly over 1 per cent 
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ef their production and roughly 17 per cent of their exports. 

Canadian steel requirements for 1948 have been estimated at about 3,6 
million net tons of rolling mill products, Some estimates are above this figure 
Due to increased production, supply during 1948 is expeoted to be about 104,000 
tons greater than last year, Thus, the steel shortage would seem to amount to 
at least 400,000 net tons, or about 15 per sent of current domestic production, 

Domestic production of steel ingots this year is at an anmal rate of 
over 3 million net tons and may be expected to provide about 200,000 net tons of 
rolling mill products more than last year. Ingot »roduction at this rate is 
near practical capacity, the main limiting factors being the shortage of iron 
and especially of scrap, Canadian steel mills (aided by subsidiaries) have been 
tapping all available sources of scrap, including points as far away as Hong- 
Keng and Australia, 

On the other hand, Canada's steel imports in the first eight months of 
this year were about 20,000 tons below last year, In the last three months of 
1948, Canada has voluntarily agreed to limit imports from the United States to 
a level approximately 70,009 tons below that in the same period of 1947, The 
largest reductions in imports are to be of structurals, plate, sheet, pipe, tubes, 
skelp and wire, This agreement, which is te extend into 1949, results directly 
from the growing demands for rearmament added to the existing world shortage of 
steel, 

World steel ingot production in 1947 amounted to about 157 million net 
tons, Although this was above immediate prewar rates, it was still well belew 
the peak production during the thirties about 165 million net tons in 1937, 

The reasons for this were the sharp drop in the output of two major prewar steel 
producers, Germany and Japan, and the inability of the United Kingdom, France, 
Belgium - Luxembourg to exceed peak prewar rates of production, 

The main impact of the present world shortage has been on the United 
States, Although United States steel ingot production has increased from 57 
millign net tons in 1937 to about 85 million net tons last year, it has not filled 
the yawning gap in world steel demand. At the same time a number of major | 
United States industries are operating considerably below capacity, The result 
has been domestic pressure to reduce exports of steel mill products, 4 xpegial 
impetus has been given to these demands with the passage of the Economic Coape= 


ration Act, since American industry will seek to make greater use of domestic 
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steel in supplying European needs for manufactured steel products, In fact, 
this year the United States expects to reduce its steel exports by over 10 per 
cent, Further pressure on United States exports is now developing quickly 
because of growing military demands. United States civilian production has 
already been seriously affected, 

Thus, it cannot be expected that there will be any Significant impro- 
vement in Canada's steel position this year or next. In fact, judging by 
present trends, the steel shortage in Canada may be greater next year and per- 
haps for several years to come, ‘Canadian industry will therefore have to rely 
more and more on domestic steel capacity, 

Effects of the Steel Shortage 

In Canada the steel shortage has limited industrial production in 
general, and many industries have been operating below capacity. In some 
plants production has at times been stopped entirely, Preductivity has been 
adversely affected and production costs greatly increased, The pressure on 
prices has been maintained by the resulting shortages of manufactured goods. 
At the same time rising steel prices, though restrained by controls and subsi- 
dies, have been a pewerful lever in the general increase in prices, 

Limits have also been imposed on industrial development. Expansion, 
replacement and modernization of industry have at many points been delayed or 
deferred particularly in the hydro power, vetrsleum and pulp and paper in- 
dustries, Consequently progress toward a more diversified and stable in- 
dustrial structure and eventual solution of the Canadian balance of payments 
difficulties has been retarded, 

The impact of the steel shortage on production and exports is best seen 
in the experience of three of the more important industries; motor vehicles, 
railway rolling stock and agricultural implements, 

The automobile industry is of special interest because of its relative 
size and the effort being made to develop greater self-sufficiency. In 1947, 
the industry imported about $190 million of vehicles and parts from the United 
States, One of the largest consumers of steel, last year the automobile in- 
dustry took about 12 per cent of available supplies of which more than half came 
from the United States, If the praduction of vehicles and the degree of fa- 
brication in Canada is to be inareased significantly, substantial additional 


supplies of steel will have to be made available, But the industry is finding 
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it difficult even to maintain present output, already well below capacity. 

At present the rolling stock industry, which takes about 6 per oent of 
total Canadian steel supply, is fully booked on domestic and export orders, 

The former are urgently needed by the railways and the latter are destrdbie. 
as they are to be paid for in hard currency, However, steel deliveries, and 
tq a lesser extent a shortage of other components, have only permitted output 
at roughly only half of capacity, As a result, domestic deliveries are little 
more than sufficient te meet current replacement needs of the railways, and ex~ 
ports have taken even less advantage of the large foreign demand. 

The agricultural implements industry is another large consumer of 
steel, using about 5 per cent of the total supply. This industry is perhaps 
best able to increase its dollar earnings since the absence of tariffs permits 
the extension of the division of labour between Canada and the United States in 
the preduction of implements, Ather expert outlets appear to be equally fa- 
vourable, However, production is now ‘balow capacity and cannot be exnanded 
due mainly to the shortage of steel, 

Other industries which are important consumers of steel (approximate 
percentage of total supply used is given in brackets) are railways (11 per eent 
oontainers ( 8 per cent), machinery (7 per cent), mining, petroleum and lumber- 
ing ( 3 per cent), and shipbuilding ( 2 per cent), as well as durable consumer 
goods, In all of these the demand for steel is pressing, 3 

The Steel Outlaek for Canada 

At present, available steel supplies do not seem adequate to satisfy 
the most pressing Canadian demands, to say nothing of the large unsatisfied 
demands for industrial development and for export, What then is the steel out 
lock for Canada? 

Targets for 1951, which it is heped will meet world requirements, call 
for an annual output ef 193 million net tons, an increase of abeut 36 million 
net tons over 1947, About 4 ar 5 million net tens is expected from the United 
States, Europe, including Russia, hepes to increase production by about 30 


million net tons to an output of about 96 millien tons, Elsewhere, additions 


tq production are not likely te he large. The target ef 61 million tons for t 
Western Burepean countries alone invelves qgntinued recovery at a rate of abou 
1? per eent per year, the rate actually ashieved in 1947, However, the United 


Qtates Hquse Committee on Foreign Aid is of the epinien that Western Europe 
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fail to reach its 1951 target by about 4 or 5 million tons, Thus, the 
European and world steel shortage is likely to persist for some time into the 
: 1950's, with consequent contimued pressure on North American production. 


Canada's prospects for importing steel must be viewed in this light. 


, 


What is the prospect for an expansion of Canadian steel capacity? This 
depends on the one hand, on the industry's judgment about future markets in 
relation to present high costs of new facilities, and on the other, on the 
national interest in expanding the production of this industry which is basic 
to Canada's growing economy, 


Summa 


This note has attempted to outline briefly the importance of steel] in 
the Canadian industrial economy and to provide background against which the 
eurrent discussion concerning the expansion of steel capacity may be considered, 
It has pointed to the accelerated pace of industrialization in Canada which has 
brought this country into the first rank of world industrial powers and the con- 
sequent new importance of the primary iron and steel industry to the whole eco- 
nomy. Tt has outlined the results of wartime expansion of this industry, the 
great increase in capacity and improvement of Canadian steel making facilities, 
Withal the shortage is still acute and there is an apparent lack of balance at 
various stages in our steel-making facilities, This country still depends 
heavily on inperts and supplies that can be expected from abroad are 
limited, The favourable prospect for the development of canadian iron ere 0°29 
resources has been noted; alse the increaged integration of the steel industry 
itself into the most industrialized region of Canada, Finally, in reviewing 
the experience of selected Canadian industries, the steel shortage as a factor 


in retarding industrial development, and contributing to inflation has been 


noted. 
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APPENDIX C 


NOTE ON INVESTMENT AND PRICES IN THE UNITED STATES - REVIEW AND outLooK(1) 

This appraisal is divided into five parts: (1) the long-run outlook 
for prices; (2) the long-run demand for capital; (3) the long-run supply of 
investment-seeking funds; (4) the short-term business outleok; and (5) economic 
stability and the investment boom. 

Long-Run Outlook for Prices 

Great wars have usually been followed by a long decline in prices. The 
Napoleonic Wars were followed by a drop in the index of wholesale prices in the 
United States from 155 in 1814 to 60 in 1849; the Civil War by a drop from 132 in 
1865 to 47 in 1896; the First World War by a drop from 154 in 1920 te 65 in 1932. 

In the summer of 1948, the price level in the United States has risen 
higher than ever before. Most economists appear to believe that history will 
repeat itself, and that World War II will be followed by an extended period in 
which the dominant movement of prices will be downward. For example, 62 nen= 
gevernment ecenomists who responded to a questiennaire of the Farm Credit 
Administration forecast that the price level in the quinquennial 1956-60 would 
be slightly belew the period 1946-50. The experts for the Gommittee of European 
Economic Cooperation, in estimating the balance of trade of Western Europe 
between 1948 and 1951 assume a slow decline in prices. The Bureau of Agricultural 
Economics, in a study on the long-run outlook for agriculture, recently estimated 


that during the decade 1955-65 consumer prices will average about 10 per cent 


belew 1947 and wholesale prices about 18 per cent below. These estimates of 
prices are based on the assumption of "high" employment during the decade. The 
Bureau of Agricultural Economics regards "high" employment as more likely than 
Me tardsdiate" or "low" employment. ; 
It is argued, however, that these general appraisals pointing to a 
prominent downward price trend continuing for some time fail to take account ef 
majer changes in world conditions, in economic institutions, and in public 
policies. 
(a) The expectations for an extended peried of falling prices are based 
upon the assumption that the Second World War will be followed by an extended 


(1) This note is substantially based on an address entitled Price Trends and 
Capital Demand and Supply by Dr. Sumner Slichter, Lamont University Professor, 
Harvard University,before the Mortgage Bankers Association of America, New 
York City, September 22, 1948. 
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period cf peace--as were the Napoleonic Wars, the Civil War, and the First World 
War. The Second World War is over, but it has not been followed by peace. 
Guerilla warfare continucs in many parts of the world (including parts which are 
important sources of many raw materials) and in other parts of the world there is 
an armed truce. There is no immediate sign that this armed truce will cnd et an 
carly date. As long as this condition exists, military demands upon the raw 
Materials and the industrial capacity of the world will be greater than ever 
before in time of "peace", 

(>) The relationship between the fabricating capacity of the world 
and raw material capacity is different today from what it was during the nine- 
teenth century and even after the First World War. During most of the nineteenth 
century the industrialization of the world's economies had made little progress 
outside of Britain and the northeastern part of the United States. In view of the 
limited capacity of the world to convert raw materials into manufactured goods, 
discoveries of new sources of supply and the opening of important new regions 
(such as the upper Mississippi River valley or the lumber regions of the Great 
Lakes or the South or the Pacific Northwest) could produce substantial effects 
upon raw matcrialsprices. Even after the First World War the opportunities to 
bring about great increases in raw materials relative to the demand for them 
were still very great. 

Today the situation is quite different. Fabricating capacity has been 
growing during the last 20 years all over the world, and the war made heavy 
inroads upon the most accessible supplies of many raw materials. The discovery 
of new sources of most raw materials has not kept pace with the rapidly growing 
demand for them. Hence, despite the great destruction of industrial capacity in 
Germany, the prospect is that many raw materials will be searce in relation to 
demand for years to come. This appears to be particularly true of high grade 
lumber, most metals, and fuels. Food products, it is true, will become far more 
abundant relative to demand than they are today, but there is no immediate 
prospect that they will become as abundant relative to demand as before the ware 
Not only has population substantially increased in most parts of the world, but 
there has been a large movement from the country to the citics,. : 

(c) An important change has been occurring in the nature of the costs 


of production as a result of the gradual transformation of the economy from one 


composed in the main of self-employed persons to one in which most workers are 
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employees, Enterprises Operated in the main or entirely by owners respond to a 


drop in demand in a very different way from enterprises operated in the main by . 


hired employees because the former type of concern has almost negligible out-of- 


pocket costs. Hence a drop in demand has little effect upon the willingness ofthe 


concern to maintain production, [In fact, a drop in demand may even induce an 


expansion of output. Concerns which use hired employees, however, must ordinarily 


limit their output to the amount which can be sold at prices which cover the wages 
of employees. As late as 1840, about 40 per cent of the gainfully employed in the 
United States were self-employed, Today only about one out of five gainfully 


employed is self-employed. During periods when the long-term movement of prices 


was downward, most of the decline was concentrated in periods of depression. The 


changed nature of costs means that decreases in demand are far less effective in 


——— 


inducing reductions in prices than they were when the economyewas composed «x 


largely of self-employed. 


(d) <A basic change has occurred in the public policies of the community 


SS a Se 


Since tho nineteenth century and even since the First World War. Theo price 
ceclines which occurred after the Napoleonic and Civil Wars and even after the 
First world War occurred in a community which was committed in the main to the 
policy of laissez faire. At any rate no vigorous effort was made after vither the 
Napoleonic Wars or the Civil War to halt the decline in prices. Some attempts 
Were made to cushion the fall of prices after the First World War, but these 
efforts are not being regarded as vigorous by present-day standards. The fact 
that the government's fiscal policies were concerned little with the decline in 
prices after the Napoleonic Wars and the Civil Yar is reflected in the budget 
position in this period. In the 22 years between 1814 and 1836 the Federal budget 
showed a surplus in 18, a deficit is only three, and neither surplus nor deficit 
in one. In the 31 years between 1865 and 1896 the Federal budget showed a surplus 
in 28 and a deficit in three, Indeed, it showed a surplus even throughout the 


Severe cepression of the eightecn seventies. 
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In partial explanation of the laissez faire policy of the government 
, toward the decline in prices after the great wars of the past should be mentioned 
the fact that these declines did not necessarily create serious problems --though 
this was hardly true of the eighteen seventies. The public debt (even at the end 
of the Civil ‘iar) was low relative to the national income, and population and 


production were rapidly expanding. It is held unlikely that the United States 
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today with an enormous national debt would tolerate as large a decline in prices 
as followed the Napoleonic Wars, the Civil iar, or the First World War. 

(e) The Federal government today has more effective instruments to 
combat a decline in prices than it possessed in the past. For example, even as 
late as 1930 the expenditures of the Federal vovernment were less than 5 per cent 
of the national income. In 1900 they were 3.2 per cent of the national income; 
in 1880, 3.7 per cent; in 1830, 1.5 per cent. Even if the Federal government in 
the nineteenth century had desired to use fiscal policy to influence prices, 
employment, and production, it would not have been in a favourable position to 
have done so. 

The Federal budget is now almost one-fifth of the national income and 
the budgets of all governmental units are about one-fourth of the national income. 
Expenditures for military purposes are likely to remain high for tne foreseeable 
future. It is considered doubtful whether the Federal expenditures after 1949 
will fall below $40 billion a year, and they may even be higher. During the last 
160 years the Federal budget showed a deficit in about two years out of five. It 
was possible to finance Federal expenditures in most years almost entirely by 
duties on imports and with a few excise taxes. With the ratio of government 
expenditures to the national income increasing and with the necessity of levying 
heavier taxes than in the past to meet these expenditures, the budget of the 
Federal government is likely to show deficits possibly more frequently than it did 
in the past. In any event, tne influence of the budget will be considerably 
greater in the future, simply because of the change in the relative sige, The 
large size of the Federal budget gives added assurance that there will be a 
considerable segment of expenditures which do not have to decline when business 
prospects become unfavourable. On the contrary they are likely to increase. 

(f) The money supply and hence the volume of private spending may be 
expected to be somewhat less susceptible to a drop in private business tnan in 
the past. The reason is that private credit today is a less important source of 
money supply than in the past. Hence fluctuations in the volume of private credit 
have less effect upon the volume of money. As late as 1929 the volume of private 
loans of comercial banks was almost 66 per cent as high as all privately owned 


bank deposits and money outside of banks. Today the loans of commercial banks 


are less than one-fourth as high as the privately owned money supply. The 


} 


government security holdings of all commercial banks are about 63 per cent larger 


than their loans. Hence there is no imme@iate prospect that private credit Vie 
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become as important a source of money supply as it was during the ‘twenties. 

(g) The long-run trend of prices will in some measure be affected by 
the trade union movement which has grown rapidly in the United States during the 
Jast 15 years. The trade unions have taken an increasing interest in economic 
affairs. Their attitudes to wage-price relationships will contribute to shaping 
the course of economic events. 

During the ee ee years output per man-hour in non-agricultural 
industries increased reportedly by nearly 2 per cent a year. The rapid growth 
of industrial research gives reason to hope that the increase in the future will 
be more rapid. But whether money wages in the future will be in line with 
productivity increases is hard to foretell. If wages are pushed up faster than 
technological progress raises output per man-hour, a compensating rise in prices 
will be needed to prevent a growth in unemployment. If wages are not raised fast 
enough to require a rise in the price level, but sufficient to prevent a general 
drop in the price level, this will mean that the largest part of the gains of 
technological progress will go to people in their capacity as employees rather 
than in their capacity as consumers. It is quite in the realm of possibility 
that collective bargaining may bring about a continuing pressure for wage 
increases - although the degree of pressure will vary - which will not be without 
effect on price levels. 

what are the prospects of the longerun demand for capital? Between 
1879 and 1947, plant and equipment in the United States (valued in dollars of 
constant purchasing power) increased almost cight-fold. Is the rate of increase 
likely to be as rapid in the future? During this period about 9 per cent of the 
gross national product was devoted to increasing the capital of the country. 

The rate of population growth (which in turn largely determines the 
size of the labour force) and the rate of technological change are important 
factors affecting the demand for capital. During most of the life of the United 
States, population has been increasing rapidly. This has required that a large 
part of new capital be used to provide the increased labour force with the 
avera;e amount of plant and equipment. Indeed, between 1679 and 1947 about two- 
thirds of the growth of plant and equipment is attributable to the expansion of 


the labour force. In the future this source of demand will be much less importan 
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than in the past since the rate of growth of population is declining. By 1970, 
the population of the United States is expected to be only about 12 per cent 
above the present level. Thus, during the next twenty years the increase in 
population may require less than one-fourth of all capital formation. The 
precise proportion will depend, of course, upon the rate at which other conditions 
cause capital to grow. 

Technological change has produced a growth in capital of about 2 per 
cent per worker per year--measured in dollars of constant purchasing power. The 
influence of technological change upon the demand for capital is expected to be 
greater in the future than in the past. The predominant type of invention is 
likely to continue to be the kind which increases capital per worker because 
inventions consist largely of changes which enable one worker efficiently to 
manage more anc more apparatus. Economists call such inventions labour=saving 
inventions because they enable goods to be produced with a smaller ratio of 
labour to capital. Expenditures on industrial research are rapidly rising. They 
were nine times as large in 1940 as in 1920 and they were twice as large in 1946 
as in 1940. To these expenditures should be added the rapidly growing outlays of 
the government on research because this research has many industrial applications. 
During the next 20 years it would not be surprising if technological change were 
to increase plant and equipment per worker at a rate higher than the current rate. 

The increase in the national product might not be in proportion to the 
rise in plant and cquipment because the output of goods would be accomplished by 
the use of relatively more capital and relatively less labour. Available records 
Suggest that in the past the national income has increased slightly faster than 
plant and equipment. If this trend continues the demand for investment-seeking 
funds in the future may be expected to be somewhat less relative to incomes than 
it was in the past. 

For the near future, however, the demend for investment-seeking funds 
is likely to continue high because of failure of most concerns to make capital 
expenditures at the usual rate during the depressed 'thirtics and the war years. 
In fact, for a part of the period, the expenditures on plant and equipment were 


not sufficient to offset wear and tear of plant and cquipment. In the meantime, 
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there has been a large increase in the labour force--about 12 million between 


1929 and 1947. This is more than twice as many workers as the Canadian labour 
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Plant and equipment it requircs. As a result, at the end of 1947 there vas about 
9 per cent less plant and equipment per worker in the United States than in 1929. 
The overall rate of increase in plant and cquipment per worker for the period that 
records are available has been about 2 per cont a year. Had this rate of increese 
continued from 1929 to 1947, plant and equipment per worker at the enc of 1947 
would have been almost one-third larger than it was. It is estimated that an 
expenditure of over 390 billion at 1948 prices would be necessary to bring plant 
and equipment per worker up to the level that would be appropriate in view of the 


long-run trend. 


What is the outlook for the supply of investment-seeking funds? Does 
the prospective decline in the demand for capital relative to income mean that 
after the large accumulated shortages of the war and the depression have been met, 
the country will be confronted with a surplus of investment-secking funds? 

The answer given is: Not necessarily. The American people have never 
been willing to save cnough to mect the need of industry for investment-secking 
funds. Hence a large proportion of the capital requirements of industry have 
been met by plowing back earnings. During the period 1910 to 1929, for example, 
corporations raised $56.6 billion of capital by public issues of stocks and bonds 
but plowed back into the business $37.3 billion of profits. In 1947 the retained 
profits of corporate industry were twice as large as the net new security issues. 
Even plowed-back earnings have been insufficient to met the capital needs of 
industry during periods of expansion. The deficiency has been made up by 
borrowing from banks. In 1947, for example, corporations obtained about $2.9 
billion from short-term and long-term bank loans. 

One reason why the personal savings of the American people have been 


insufficient to meet the needs of the corporate part of industry is that a large 
d 


: : . Ri 
fraction of personal savings are used to buy homes or to increase the plant and 


equipment of farms or other unincorporated enterprises. For example, in 1947, 
$3.5 billion of personal savings was used to increase plant and equipment on 


farms, $4.1 billion to increase plant and equipment of unincorporated enterpr iene 


- 


and $4.8 billion to purchase non-farm residences. Individuals made availably t }- 
4g | \ 

corporate incustry only $1.0 billion by the purchase of private securities ana 

a: 

$3.3 billion by the purchase of insurance. In other words, considerably css. 


than half of the net savings of individuals and less than one-fourth of tl 
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gross savings in 1947 were available to corporate industry. 

There is no prospect in the foreseeable future of a large increase in 
the supply of investment-seeking funds from individuals. For several Retsrations 
at lcast, there has been a slow tcndency for American people to become less 
thrifty. The rise in per capita incomes has been sufficient to prevent a drop in 
the proportion of savings to personal incomes after taxes, but the decrease in 
thriftiness has also been sufficient to prevent a rise over the long-run in the 
ratio of savings to incomes. Theo rapid rise in temllper capita incomes since 
1929, it is true, has caused during that period a small risc in the ratio of 
personal incomes after taxes, but even at the present time personal savings are 
only about 6 per cent of personal incomes after taxes. After individuals have 
spent part of their savings on housing and invested part in owner-operated enter- 
prises and part in the bonds of local and state governments, this does not leave 
enough to meet the needs of corporate industry. Further, as the Federal govern- 
ment may incur a budget deficit at some time in the future, some personal savings 
will be needed to finance it. All available evidence supports the conclusion 
that corporate enterprises will have to continue to rely for investment funds to 
a large extent upon plowed-back earnings and bank credit. 

snort-Term Business Outlook 

What about the short-term outlook for business? Previous vars have 
been followed first by a brief but pronounced boom and then by a sharp, though 
short, depression. The boom following the Second World War is now over three 
years old. Is not a post-war recession overdue? 

Throughout the boom, predictions by economists of an carly reccssion 
have been numerous. At the time of V-J Day, some economists spoke of the 
possibility of 8 million unemployed in the spring of 1946. In the fall of 1946 
a group of economists, meeting under the auspices of the National Industrial 
Conference Board, reached ; consensus that there might be a recession in 1947-- 


Some said in the spring, others in the fall. In the fall of 1947, 75 out of 


100 economists polled by the F.'’J. Dodge Corporation believed that a recession 
might occur in 1948. February and March were the months most frequently menticn- 
as the beginning. In March, 1948, the consensus of 75 economists polled by 
Montgomery “lard and Company was that the post-war boom would likely end in the 
fall of 1948. This year's bumper crops have greatly increased the supply of 


grain products relative to demand, and promise within twelve months a sizable 
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gain in the supplies of meat and dairy products. Does not this indicate an early 
reversal of price trends and hence of buying policies? 

There are a number of signs that the post-war boom is levelling off. 
These signs are found in the slackening rate of increase in spending, in the 
Slower rise in prices and wages, in the halt of the increase in bank crcdit, and 
in the drop in the net export surplus. It is instructive to compare changes 
between the second quarters of 1946 and 1947 with changes between the second 
quarters of 1947 and 1948. In the former period, total spending increased 12.5 
per cent; in the latter, 8.3 per cent. In the former period the wholesale price 
Jevel increased 28.8 per cent; in the latter, 13.9 per cent. In the former 
period the consumers! price index increased 17.8 per cent; in the latter, 9.3 
per cent. In the former period, the hourly carnings of factory workers increased 
13.1 per cent; in the latter, ¢.6 per cent. In the former period private bank 
deposits and money outside of banks increased 4.0 per cent; in the latter, 6.7 
per cent. In the second quarter of 1948 the net export surplus of the United 


States was about 60 per cent less than in the second quarter of 1947. The boon 


now depends only to a small extent upon the net export balance. 

Not only is there avidence that the boom is levelling off but the 
economy during the last year has become more vulnerable to unfavourable 
influences. This is a result of the incrcase in the relative importance of 
business spending. In the second quarter of 1947, gross private investment was 
about 11.6 per cent of the gross national product; in the second quarter of 1948, 
it was about 15 per cent. Private investment is the type of spending which is 
most sensitive to favourable and unfavourable influences. [If the boom is level- 
ling off, if important uncertainties are developing with respect to the immediate 
future of many prices, and if the boom is dependent upon a large volume of 
business spending, must not an carly recession be expected? 

An carly decline in business spending is considered feasible. This, 
however, does not necessarily mean that a recession will immediately follow. 

Some consumer buying - particularly durable goods like motor cars, refrigerators, 
etc. - and government buying may take its place. If consumcr spending and govern: 


ment spending increase this in turn srould have a retarding influence on a decline 


~ By < 


in business spending. (1) 

A drop in business spending on capital goods if it were to take place, 
say in 1949 or 1950, might make it possible for consumer spending to increase 
because it would make available to consumers more goods and services than they 
have been able to obtain in the first three post-war years. This is shown by 
the fact that personal holdings of cash and bank deposits are still high in 
relation to expenditures for consumer goods by pre-war standards. In 1939 the 
annual rate of expenditures for consumer goods was about 1.9 times personal 
holdings of cash and bank deposits; today it is about 1.7 times personal holdings 
of cash and bank deposits. Hence output and prices do not yet appear high enough 
to give the output of industry a value equal to the amount which consumers may be 
willing to spend. 

A drop in business spending may also be offset at least in part by a 
rise in government buying. State and local governments have great needs which 
they have been unable to meet because of shortage ge of men and materials. Their 
expenditures on goods and services in the second quarter of 1948 were running 
19.3 per cent above the corresponding quarter of last year and will continue to 
increase if men and materials can be obtained. The expenditures of the Federal 
government for goods and services reached a postewar low in the last quarter of 
1947. By the second quarter of 1948, the seasonally adjusted annual rate was 
14 per cent above the last quarter of 1947. The military needs of the government 
are growing and meeting these needs cannot be indefinitely postponed. These are 
the types of actual or potential demand the effects of which should be particular- 
ly notable should business investment fall. 

Economic Stability and the Investment Boom 
How good a job has the United States done in controlling the post-war 


boom anc in keeping the economy stable? This question can be bettcr answered two - 
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(1) The views expressed above differ from those held by other schools of thought, 


which doubt that consumer and government buying will be sufficient to offset 
declines in business spending on investment, with conscquent detrinental 
effects on levels of employment and income. According to this type of 
analysis, prices in general should begin to decline promptly onec the peak 

has been reached (see, for example, Joseph L. Snyder's What's Ahead for 

Prices and Business?, Harvard Business Review, November, 1948, pe 766). The 
diffcrences of views that exist have a simple common denominator, namely, 

the degree of decline of employment and income which will follow a drop of 
busincss investment. One group believes that only moderate declines in 
employment and income will follow the adjustment involved when consumer and 
governnent spending take the place vacated by business investment, while the © 
other group believes that the adjustment process will be more difficult to | 
achieve. | 
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or three years from now when the consequences of recent decisions (or of recent 
failures to face issues) are plainer, Nevertheless, it is useful to take stock 
at the present time. 
| After three years of boom the country on the whole is ina remarkably 
strong position. Despite the large expansion of production and the rapid rise 
in prices the economy has developed few serious weaknesses. Indeed, there has 
never been a boom of comparable magnitude accompanied by so little reckless 
Speculation. Perhaps the prices of agricultural products cannot drop from thoir 
present high levels without sooner or later giving the country a bad 12 or 18 
months. By and large, however, the condition of the economy after three years 
of boom is remarkably sound. 

What has been the contribution of the principal groups of the 
community, organized labour, farmers, businessmen, and government to the problem 
of stabilizing the economy? 

hy Organized Labour. This group was chiefly concerned with maintain- 
ing the real standard of living of labour who together with their families 
represent the majority of consumers in the United States. This was substantially 
achieved by trying to have wage increases keep pace with price increases. The 
result has been increased consumer incomes which in turn by maintaining demand 
at high levels relative to supply contributed to higher prices. The level of 

| prices and costs reached as a result of this process is likely to put the general 
price and cost level permanently on a higher platcau from which a complete return 
to pre-war conditions is quite unlikely. This higher priced plateau should be of 
aid to foreign countrics which have been able to maintain a lower price level. 
It would give them an opportunity to compete on favourable terms in the American 
market - as long, of course, as tariff and related restrictions do not prevent 
them from competing with American business. 

(2) Farmers. The influence of these groups has been strongly felt 
both:during the war years and the post-war period. The clamour for greater 
stability of farm prices has been great and resulted in the establishment of 
floor prices for many agricultural commodities. This, however, has not prevented 
prices of most farm commodities in the first two post-war years to reacn record 
levels. 


(2) (3}usBusiacssacn. The attitude and action on the part of businessmen 
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Nave in some respects been contributory to economic stability, in other respects 
have had the opposite result. Price conscious firms have kept the prices of 
their products from rising as much as the prices of some other commoditics. 
Where possible such firms also attempted to make necessary increases a gradual 
peer hs Business concerns also showed restraint in raising dividends and have 
plowed back a high proportion of profits into the business. This is the least 
inflationary way cf financing capital expansion. Inventory policies of business 
conecrns have been conservative and so also, on tho whole, have the credit 
policies of both borrowers and lenders. The enange in the lending policies of the 
the banks after the second half of 1947 is particularly noteworthy. Some of the 
demands of the business community have had the effect of contributing to in- 
Stability, c.g., the request for the termination of eontrols of consumer credit 
in the fall of 1947, opposition to the control of stock market credit by the 


Federal Reserve System, and the dcmand for tex reductions in LOL Pe OR ean] yeh 


in 1948. 
(4) Government. Economic developments in the post-war period have 
been Significantly affected by action or inaction of both Congress and Executive, 


A number cf measures passed by Congress - some at the recommucndation of the 
Executive, others against its objections - had inflationary effects, C.f., tax 
reductions, farm prices support, housing assistance, abolition of controls 
particularly the much-debated extension of credit controls of 1947. Other 
policies such as the steps taken by the Federal Reserve System have had some 
anti-inflationary effects. 

In the light of the divergent actions taken by the various sectors, 
what is the explanation for the present strong powition of the cconomy? It is 
partly the result of the fact that the boom started with large accumulated needs 
for goods, with debts low, with individuals and enterprises in possession cof 
substantial liguid asscts, and with tax rates high. These conditions in turn 
were the result of the long depression of the 'thirtics and shortages developed 
during the Second World War. Even three years of high production and rapidly 
rising prices have not been sufficient to climinate these elements of strength. 
There is another important factor: The absence of unhealthy speculetive buying. 
The reason that this has not happened so far is the memory of the collapse of 


1921 after the First World War and of the depression of the ‘thirties. These 
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experiences have imbued the whole community with a pronounced spirit of caution, 
Indeed there has never been a boom of substantial magnitude accompanied by less 
optimism and less speculative buying. To 1921 and the depressed years of the 
‘thirties, the country may attribute its ability to experience three years of 
high levels of economic activity while developing up to the present few serious 
Po sehsecs in the economy. The main problem of how to achieve stability in the 
future when some of the particularly favourable circumstances of the immediate 
post-war period will have disappeared is a task that the United States still has 


to face. 
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